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LETTER OF TRANSMITTAL 





Unirep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
April 30, 1956. 
Hon. J. W. Futsriaar, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Senator Fuusricut: At your direction, the staff has pre- 
pared background materials on major factors affecting the stock 
market, including the operations and regulations of the exchanges and 
the over-the-counter market. Except for certain deletions, this 
study was made available to all members of the committee, in sub- 
stantially its present form, at the beginning of the hearings on March 
3, 1955. Since the study was intended to lay the groundwork for the 
initial phases of the committee’s inquiry, it does not generally include 
information developed during the hearings. Such data will be taken 
into account in future committee reports. 

It should be noted that the report largely confines its discussion to 
a selected list of factors affecting the stock market. Limitation of 
time has necessitated the concentration on a restricted list. The 
particular factors chosen for consideration were those which received 
special attention in discussions of recent stock-market behavior. 

In preparing the report, the staff received splendid cooperation from 
experts in both Government agencies and private organizations. Since 
assistance was rendered in one form or another by at least 200 indi- 
viduals, it is impossible to give due recognition to all who have helped 
us. However, I must gratefully acknowledge the major contributions 
of the Securities and Exchange Commission, the Federal Reserve 
Board, and the New York and American Stock Exchanges. Nor can 
I fail to mention our indebtedness to the Securities and Exchange 
Commission and the Legislative Reference Service of the Library of 
Congress for the loan of key personnel. 

Although the entire staff assisted in the study, the primary job of 
analyzing and preparing the material was done by Dr. Asher Achin- 
stein, economist; Mr. Myer Feldman, counsel; and Mr. Amerst E. 
Huson, financial analyst. The work of these three experts and the 
cooperation of the Government agencies and private organizations 
made the report possible. 

Rosert A. Watuace, Staff Director 


VII 





FACTORS AFFECTING THE STOCK MARKET 


CHAPTER I—STOCK PRICE MOVEMENTS 
THE RECENT RISE OF STOCK PRICES 


In the 16 months between September 1953 and January 1955, 
common stock prices had a sharp and rapid rise. The action of 
Standard & Poor’s index of 480 common stocks during that period 
gives a graphic picture of the advance. This index, in which the 
1935-39 period equals 100, averaged 179 in September 1953. By the 
end of January 1955, the index had risen 50 percent to 269 and had 
gone over its 1929 high.! 

During this 16-month period, industrial stock prices advanced more 
sharply than railroads and public utilities. Even the low-price shares 
did not go higher than industrial stocks in general. In this respect, 
the recent bull market differs from its predecessors. One of the char- 
acteristics of previous bull markets has been the fact that the price 
index of low-price stocks rose more sharply than the general market. 

In the most recent bull market, however, the rate of rise for low- 
priced shares did not accelerate in relation to the rest of the market 
until late in 1954. 

One other striking characteristic of the recent boom in stock prices 
is that the increase in common stock values was unusually persistent 
and did not suffer the recurring setbacks which took place during the 
other extended advances that have occurred since 1915. 


LONG-TERM SWINGS IN STOCK PRICES 


Chart 1, Standard & Poor’s index of 480 common stock prices, 
shows monthly price averages from 1915 to the present time for both 
the total index and for major industrial groups. This chart reveals 
that all major industrial groups have tended to show broadly similar 
timing in price movements, although the extent of their price swings 
has differed. 

Each of the indexes began a major rise around the middle of 1923, 
reached a peak in September 1929, and fell to their low in June 1932. 
The bulge and subsequent dip that occurred between March 1935 and 
April 1938 appeared in all series, as did the steady rise in prices from 
the spring of 1942 through the first half of 1946. 

The broad upward movement of prices which was extended into 
the sharp rise that began in September 1953, started for all groups in 
July 1949. Thus, the stock price movement of all major groups seems 
to have been affected by a common set of economic, financial, and 
psychological factors. 


1 This index is based on 420 industrial stocks, 20 railroad stocks, and 40 public utility stocks. 





ea} 
“ 
oe 
< 
= 
A 
sc 
> 
© 
Ee 
mM 
“ 
= 
BH 
o 
Z 
o 
ia) 
a 
= 
< 
N 
om 
e 
< 
~ 


002 
oo€ 
z Ol wos OT3¥E 
—_ saan ATyON xapay oof ad 
OOlT—6E-CEL6I ‘SUIOLG NOWNO) OSP “duog 8$,400qd P duvanvig ‘saolug w0Lg—'T Lavy 








— 


—“—— ~ 


ae sie, dl 


FACTORS AFFECTING THE STOCK MARKET 3 


The degree of these broad swings has varied much more among 
major industries than has the timing. For example, during the latest 
bull market, the average rise in industrial stock prices was both sharp 
and persistent while utilities had a steady and more moderate advance. 
The rise in railroad stock prices, however, was quite uneven. 

Differences in the size Fedvanaed staged by the major groups since 


1929 created a different relationship between them than the one which 


existed in 1929. 

For example: prices of industrial stocks have been at or above their 
1929 high since August 1951 and early in 1955 were 55 percent above 
their 1929 peak. On the other hand, since August 1951, prices of 
railroad stocks have averaged around their 1918-21 levels and early 
in 1955 were 50 percent below their 1929 high. Further, by early 
1955, utility stocks, which have approximated the level they reached 
in the midtwenties, were about 60 percent below their 1929 peak. 


LONGER TERM SWINGS OF LOW-PRICE INDUSTRIAL STOCKS 


Chart 2 presents Standard & Poor’s price index for 23 low-price 
industrial common stocks together with their price index for 420 
industrial common stocks. The movement of any low-price stock 
index that is based on a small number of issues is bound to vary 
greatly depending on the stocks included. Nevertheless, these indexes 
do suggest that low-price shares tend to move more widely than 
industrial shares in general. Movements in the low-price index 
were especially extreme in the late twenties, early thirties, and in 
1945-46, but the same tendency appeared in other-periods. 

The latest bull market appears to have been the first marked excep- 
tion to this pattern in the nearly 30 years for which the low-price 
index is available. By January 1955, the low-price index had risen 
60 percent from the 1953 low and 130 percent from mid-1949, roughly 
the same as the 60 and 160 percent increases achieved by the total 
industrial index. The low-price index did not surpass its 1951 peak 
until January 1955. Meanwhile, prices of all industrial stocks in the 
Standard & Poor’s index had been above their 1951 peaks in several 
months of 1952 and 1953. Further, they went over those peaks in 
every month since the end of 1953. 

The absence of the usual extreme movement in the prices of low- 
price shares (which are believed to be purchased more generally for 
speculative purposes than higher priced stocks) has been used b 
some market observers to support the view that the 1953-54 stoc 
market was primarily an investment market. 

However, between October 1954 and January 1955, low-price stocks 
rose more sharply than industrial stocks generally. The low-price 
index increased 25 percent over these months, while the total industrial 
index gained only 11 percent. 
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FACTORS AFFECTING THE STOCK MARKET 0 
MAJOR UPWARD MOVEMENTS IN STOCK PRICES SINCE THE MIDTWENTIES 


At this point, it is useful to examine the movement of prices over 
somewhat shorter periods than those referred to in earlier sections. 
The selection of such periods must necessarily be somewhat arbitrary. 
However, it seems reasonable to select eight periods of sustained 
price rise since the midtwenties. Price movements during each of 
these periods are shown on chart 3, and price increases during the 
first 16 months of each period are shown below: 


| cel ‘ 

Period Duration increase 
n nt luring Ist 

l6 mont 
Septem ber 1924 to February 1926__- 17 37 
April 1926 to January 1928 21 31 
April 1928 to Septem ber 1929___. ; 17 49 
Septem ber 1935 to February 1937. 17 4y 
April 1942 to July 1943. 15 r7) 
Decem ber 1944 to May 1946_..- ‘ ; 17 45 
June 1949 to February 1951 E 20 41 


Septem ber 1953 to January 1955-._- . 16 50 
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FACTORS AFFECTING THE STOCK MARKET 


Cuart 3.—Common Srock Prices in Periops or Sustainep Risg, STANDARD 
& Poor’s Corp., 480 Srocks, 1935-39=100; MontrHity AVERAGES 


Price Index 
Ratio Scale 


9 ii 13 16 iv “ n 
Duration ef period (months) 

Periods shown: September 1953-January 1955; June 1949-February 1951; 
December 1944—May 1946; April 1942-July 1943; September 1935—February 1937; 
April 1928-September 1929; April 1926—-January 1928; September 1924—February 
1926. 








FACTORS AFFECTING THE STOCK MARKET 7 


The three periods between 1924 and 1929 followed each other with 
only brief and moderate interruptions. The two most recent periods 
were separated by about 18 months of relatively stable prices. 

Compared to other periods of sustained price rise, the increase 
which began in September 1953 was rather sharp and unusually 
persistent. The chart shows that all of the pre-1949 periods were 
marked by alternate phases of rapid price increase and of short 
sideways or downward movements. 


STOCK AND BOND YIELDS 


A sharper rise in stock prices than in corporate earnings in 1954 
resulted in a decline in the earnings/price ratio for industrial common 
stocks. This ratio averaged 8.7 percent in 1954 as compared with 
ratios of 9.5 to nearly 15 percent in the preceding 7 years, as is shown 
in chart 4, and with ratios of 5 to 7 percent in the latter phase (typically 
the final 6 months) of most past periods of sustained price rise, as 
may be seen below: 





os Farnings/ Dividend/ 
Period price ratio price ratio 
Percent Percent 

September 1925 to February 1926 : 11. 22 4.75 
August 1927 to January 1928 7. 20 4.73 
April to September 1929. _- ben 7 6. 27 3.53 
September 1936 to February 1937--_.__.-- ‘ 5. 83 3. 72 
February to July 1943 ee Bite cocee ale ‘ | 6. 45 | 4. 47 
Soe 1945 to May 1946_.___..____- a ; 4.77 3. 41 
tember 1956 to February eee a 13. 60 6. 72 
July y to December 1954_- Ra eae citatieadh we 7. 79 i. 39 
Note.—Data are for Moody’s 125 industrials. Figures for the 2 earliest periods are for the years 1925 and 


1927, respectively. Earnings/price averages shown for other periods are based on nearest quarters. 


Dividend yields on industrial stocks declined from an average of 
5% percent in 1953 to 4% percent in 1954, and were only moderately 
above 4 percent in January 1955. In the latter month, the differential 
between industrial common stock yields and yields on Aaa corporate 
bonds was still 117 basis points; in other words, the average industrial 
common stock yield was 4.10 percent compared with an average yield 
of 2.93 percent on Aaa corporate bonds. This is in marked contrast 
to the situation in past periods, as shown in chart 5. During the 
twenties, industrial stocks yielded little, if any, more than the highest 
grade corporate bonds, and even during the thirties industrial stocks 
on average yielded less than lower grade corporate bonds. 





MIISAS FAUISIO =WHIdIs Ji 40 $UOMMIAOD 40 OuVOE 


SZ6l 10761 Slé6t 
a toe oo 


i 
OMLVS JDd184d/SONIAIAIC 
SMDOLS G3YYIIFNd 
} IOVYO-HOIH 
} - 
— 


Ollva 
3D14d/ SAO NIGIAIC 


oOuvsa 
318d / SONING VY] 


SNYDOLS NOWWOD)D 


- 
a 
“ 
< 
a 
a 
0 
5 
= 
Q 
: 
o 
Z 
= 
= 
ae 
fx 
s 
< 
Q 
me 
9 
= 
= 
fas 





Rosa 
La 


=e Stile 1 i Ieee i hcodl I | i i 
ina) Bld ATIVONNY 


SHIOLS IVIMLSNGNI NO SQ12IA 
— LavVHO 








STOCK MARKET 


THE 


FACTORS AFFECTING 


5S4T SAT Sn6T AT Seét 








| ‘ 


S¥904S UuOCmmM0D [etTrysNnpul 


queso . 

ted (@9TAIES S104seAUT 6 ,Apoom +90r1N0S) 
SCTHIA UNOS GNVY WOOLS 

@ LYVHO 


S26T O26T 


Spuoq etd 


queo 
18d 








59030—55 





- 10 FACTORS AFFECTING THE STOCK MARKET 


STOCK FLUCTUATIONS AND LONG-TERM TRENDS 


A recent chart published by Standard & Poor’s Corp. compares 
fluctuations in their less comprehensive price index for 50 industrial 
stocks with computed long-term trend lines. As chart 6 shows, the 
index of 50 industrial stock prices remained just within the upper and 
lower trend lines throughout the period 1900-26. 

In the post-World War II period, however, it fluctuated within a 
narrower range and did not touch either line, except in late 1952, until 
early 1954 an it broke through the upper line. By early 1955, it 
was considerably above that line. Aware of what happened after the 
1927-29 period, the recent rise in industrial stock prices has caused 
some observers to question whether or not the advance can be sus- 
tained. Of course, evaluation of current levels of stock prices in 
terms of earlier periods must take into account major differences (as 
well as similarities) between today’s economic and financial conditions 
and those which prevailed in the twenties, 


VOLUME OF TRADING ACTIVITY 


The number of reported shares traded on the New York Stock 
Exchange totaled 573 million in 1954, the largest annual volume during 
any sustained period of rising prices except the late twenties. From 
the July 1953 low of 1 million shares a day, trading volume increased 
steadily to 2.1 million in April and May 1954. It then fluctuated 
rather widely around an average of 2.2 million shares a day over the 
next 5 months. During November and December 1954 and January 
1955, average sales were between 3.2 and 3.6 million shares a day. 
These averages compare with a previous postwar peak of 3 million 
in January 1951. 

The turnover of listed shares has been at low levels since the late 
thirties, largely because the number of shares listed has increased. 

Most of this increase has been caused by two factors. One, listed 
corporations have added to their shares by declaring stock splits and 
dividends; two, previously unlisted corporations have had their 
stocks listed. 

The number of shares listed on the New York Stock Exchange has 
more than doubled since the late thirties. 


1 Chart 6, which appeared in Standard & Poor’s Outlook for December 6, 1954, shows data only through 
November 1954. 
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12 FACTORS AFFECTING THE STOCK MARKET 


FOREIGN STOCK PRICES 


The 1953-54 rise of stock prices has not been confined to the United 
States; it has also taken place in other countries. Table 1 presents 
indexes of stock prices of industrial shares for the United States, 
United Kingdom, Canada, France, Netherlands, and Switzerland. 


TABLE 1.—Stock price indezes of industrial shares in the United States and selected 
foreign countries 


[1948 = 100] 


} | 
| United | United : ‘ | Nether- Switzer- 
States Kingdom Canada France | lands | land 





1953—January 164 97 | 163 | 145 | 
February ‘ 162 100 159 145 
164 102 159 141 
PN a iin date Gaon 157 100 150 140 | 
157 96 | 148 | 141 | 
151 96 | 145 145 | 
me Ree 153 98 150 | 147 
August ai 155 103 151 150 
September _---_- eee 147 106 142 | 153 
(OROTIGS icin waccunwse 151 109 141 | 154 | 
November.._.---- 155 108 | 143 | 152 | 
December ' 158 110 142 | 152 
1954—January ; 162 114 | 146 | 163 
WOME =< 3 oca5xd- re 166 116 | 152 160 | 
; 171 | 117 154 | 167 | 
178 132 | 163 | 177 
185 126 169 | 186 
187 129 | 168 | 182 | 
195 135 170 198 
s 200 143 175 | 217 
September a 202 145 179 | 231 | 
= 208 153 | 17 240 | 
November 216 151 189 | 267 
227 153 196 | 285 | 
1955—January si son 231 162 | 197 () | 
te a A pale 239 | 144 204 (!) 


| 
| 
| 





1 Not available. 
Source: International Financial Statistics, Statistics Division, International Monetary Fund. 


United States: Average of Wednesday quotations. Based on Standard & Poor’s Industrial Index. 

United Kingdom: Last Thursday of month quotations. Based on quotations in London, Oompiled 
by Investor’s Chronicle. 

Canada: Manufacturing shares. Averages of Thursday quotations in Montreal and Toronto. 

France: Last Friday of month quotations in Paris. 

Netherlands: Average of daily quotations in Amsterdam. 

Switzerland: Average of Friday quotations. Based on quotations in Zurich, Basle, and Geneva. 


All of these countries showed a continuous upward movement. The 
stock price rise which began in October 1953 in the United States 
started 3 months after a similar movement in United Kingdom, and 5 
months after a rise in France and in the Netherlands. A comparison 
of the percentage increase in industrial stock prices of the United 
States from September 1953 to December 1954 with those of five 
foreign countries for the same period reveals the following: 


Percent Percent 
increase increase 
Titties: ee oo 54 | France 
United Kingdom 44 | Netherlands 
Canada 38 | Switzerland 


For a discussion of recent stock-market developments abroad, see 
appendix B of this chapter. 
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20 FACTORS AFFECTING THE STOCK MARKET 


APPENDIX B 
ReEcENT Stock MARKET DEVELOPMENTS ABROAD 


(Prepared by Mr. Peter Fousek, Foreign Research Division, Federal Reserve Bank 
of New York) 


Steep price rises and declining yields were a common characteristic of most 
stock markets abroad in the latter part of 1953 and during 1954. Public interest 
in equities broadened almost everywhere. Stock-market behavior in different 
countries showed a large measure of similarity, in striking contrast to the im- 
mediate postwar years when the links among major stock markets were quite 
weak. As one would expect, some of the driving forces behind the upward surge 
of stock prices differed from country to country, reflecting local conditions, but 
in general the basic factors were similar. Essentially, the increase in stock prices 
appeared to mark the end of the postwar economie and financial readjustments 
and the rebirth of a market economy, in an environment of record output, incomes, 
and savings, and of reasonable monetary stability. More particularly the con- 
fidence in equity values reflected the fact that the heavy postwar investments in 
new plants and equipment and the rebuilding of market organizations had begun 
to bear fruit in increased corporate earnings. Higher productivity, record pro- 
duction, and the consequent lowering of costs had benefited profit margins. 
Once individuals had been able to replenish their depleted holdings of consumer 
durables, private savings sharply increased and in turn were attracted by the 
impressive earnings records and increasingly liberal dividend policies of corpora- 
tions. Investor confidence was also strengthened by the large measure of political 
and economic stability in evidence since 1952 throughout large parts of the world. 

Toward the end of 1954, signs of speculative flurries increased in several foreign 
stock markets. While evidence of speculative exaggerations was on the whole 
not particularly impressive, questions were raised in many countries by competent 
market observers as to whether the rapid climb of stock quotations to ever higher 
peaks had not outstripped current and prospective earnings and dividends. As 
a matter of fact, during the first 2 months of 1955 strong selling waves hit some of 
the major stock exchanges abroad. Share prices in a number of other markets 
moved within a narrow range. This experience has been too brief, however, to 
denote a significant change in basic trends. In several foreign markets, prices 
began rising again in February. 


1, THE EARLY POSTWAR YEARS 


In the immediate postwar period, public interest abroad in equities, except 
for such countries as Canada and Switzerland, was conspicuously weak if not 
entirely absent, as was to be expected considering the economic and financial 
climate prevailing at that time. Physical destruction in many countries of 
Western Europe, social unrest, the shattering of property rights and _ political 
trends adverse to private initiative, together with extremely high levels of taxation, 
were clearly not conducive to the revival of interest in share values. As if these 
unfavorable factors were not enough, several governments adopted specific 
measures affecting directly or indirectly capital markets and thereby further 
impaired investor confidence. Conspicuous among such measures were controls 
restricting issues of new shares, dividend limitations, excess-profit taxes, and the 
nationalization in some countries of major industries and financial institutions. 
Individual and institutional savings were quite low during this period. Whatever 
liquid funds individuals were able to accumulate were invested in durable goods 
and other “real” assets. In the absence of properly functioning capital markets, 
most corporations were forced to obtain funds needed for expansion by plowing 
back profits and were thus unable to attract outside capital by more generous 
dividend payments. 

The few remaining links among stock markets in various countries were further 
weakened by controls of international capital movements. Such controls not 
only prevented the outflow of capital for portfolio investments abroad, but by 
putting up obstacles to the repatriation of investments and profits discouraged 
participation in foreign stock markets by individuals whose governments did not 
restrict the outflow of capital. For these and numerous other reasons, considerable 
disparities developed in the price trends of most foreign stock markets. 

To be sure, quotations at the stock exchanges of those countries that were 
able to hold economie controls at a minimum—Switzerland and Canada—moved, 
on the whole, in relatively close unison with those recorded at the New York 
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Stock Exchange Moreover, market trends in b« im and &S 
that escaped the type of monetary disorders comn to a [ 
Europe during the early postwar vears—did not most of the ‘ 
from those of the United States, Canada, and Switzerla 1 But 1 I 
markets, notably in France, Germany, the Netherlands, and the United hk 5 
showed conflicting price movements and remained, for all practical pury 
isolated from one another. 

While the direction and amplitude of short-term fluctuatior liffered 
from country to country, a feature common to most stock markets abroad wa 
their tardiness in reflecting not only the striking recovery of their econom i 
also the rise in the general price level and the increasse he mone ippl 
before the war. Since average price-earnings and price-book value ratios in forei 
countries are not readily available and since share-yield comparisons contai: ’ 
pitfalls, it seems useful to compare the move'rents Of stock prices With changes 
wholesale prices, as in table B—1 which shows for a few selected countries the 
in the two series from 1937 (or the nearest vear available) to 1952 Che data are 


not, of course, strictly comparable as between countries, and shor 
as showing only the broad relationships between share prices and wholesale prices 
Nevertheless, it is noteworthy that even in France, where the lag in stock prices 
was small relative to other countries, wholesale prices rose during this period 
almost one half times as fast as share prices. In Belgium and the Netherlands, 
where the lags in share prices were among the most pronounced, wholesale prices 
advanced, respectively, more than 4 and almost 6 times as fast as share prices; 
in the United Kingdom share prices rose only 9 percent, while wholesale prices 
increased by almost 200 percent. By the end of 1954, however, the gap between 
share prices and wholesale prices in practically all foreign countries had become 
much smaller, or had even vanished, as a result of rising share values and the 
relative stability of wholesale prices in 1953-54. 


TABLE B-1.—Changes in share prices and wholesale prices 


Percentage increases 


1937 average- Decem ber December 1952-December 
1952 1054 
Industrial | Wholesale | Industrial Wholesale 
shares prices shares prices 

Ne ile d licnialg t ecelate eee ee ee +73 1 +323 +25 4 
Se. ace ee ee ck a +49 +104 +24 3 
i sm os : 2+1, 843 2+2, 700 +110 1 
Netherlands._-_--- ee ea +44 +256 +65 2 
Ih Fe cote crtcd ms sieriieiaid ae Sasaad oi 3+71 +170 3+443 2 
Switzerland .__.... i sos ‘5 +65 +108 +19 0 
I i +Y +198 +65 +-3 


1 1936-38-December 1952. 
21938 average to December 1952. 
3 Overall index of share prices; 1937 average to January 1953, and January 1953 to December 1954. 


Source: Computed from United Nations, Monthly Bulletin of Statistics, and national sources. 


2. SHARE PRICES AND YIELDS SINCE 1953 


The earlier postwar divergences in the price trends of leading stock markets 
abroad had begun to disappear by 1952. Share prices in eight of the major 
foreign markets—the Belgian, Canadian, English, French, German, Swedish, and 
Swiss—moved downward during the first part and generally sideways during the 
second part of that year. 

From 1953 on, the movements in various stock markets paralleled each other 
even more closely, as may be seen from chart B—1 and table B-2. An upswing 
began in mid or late 1953 in most markets and continued generally at an increasing 
rate through 1954. In Japan however, share prices continued to fall during 1954, 
and in Demark they declined in the second half of the year. Early in January 
1955, prices on most major foreign stock markets receded somewhat, the decline 
being pronounced in the case of Germany; by February the upward movements on 
these markets were resumed. In London, however, share prices continued to 
rise through the beginning of February, after which they weakened and then fell 
more sharply in the second part of the month. 
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CHart B-1 
STOCK PRICES IN SELECTED COUNTRIES 
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FOOTNOTES TO CHART 


Norte.—Stock indexes are for industrial common shares except for Germany and Sweden, for which they 
are general indexes of common shares. 
Belgium: 400 to 500 issues; as of beginning of following month. 
Canada: 82 issues; averages of Thursday quotations. 
France: 122 issues; as of last Friday of month. 
Germany: General index; month-end quotations. 
Netherlands: 27 issues: averages of daily quotations. t 
Sweden: General index; month-end quotations. 
Switzerland: 32 issues; averages of Friday quotations. 
United Kingdom: 96 issues; last Thursday of month. 
United States: 365 issues; average of Wednesday quotations. ; 


Source: International Monetary Fund, International] Financial Statistics, and national sources. 4 
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TaBLE B-2.— Movements in industrial share prices 


Percentage changes 1953 trough to 1954 peak 








yomeny July 1953- | January June 1054- 
y 


| 1953-Ju January 1954-July December Change | Peak month 

| 1953 1954 1954 19§4 
EL, 6 cnt tncnoancdsbine } +2 +56 +24 +54 +191 December. 
en ee comieae +1 | +46 +13 | +23 +95 Do 
int cdettnccccndin ede | +2 | +1 +15 +15 +31 Do. 
arene —8 | —3 +16 | +17 +39 Do. 
tinnaadten danesdtwse | 0 | +3 | +8 —4 +15 June. 
i +27 | +22 -5 +13 +56 December. 
France...... seéipandoestévens | +1 | +11 +21 +57 +104 Do 
ER ccndevsonkiocn aides —3 | +20 +24 +42 +106 Do 
SN a ae +5 +4 +15 +A +39 September. 
| re —7 +2 +9 | +27 +39 December. 
I eee cats acs a —14 — —10 —10 (2) (2) 
| ee —1) +3 +7 +2 +13 | November; 

| December. 
PROROTEIIIEI S 6 o00<c- cues af +6 +12 +18 +21 +61 | December. 
MINE Ga sp sdeeuc. ccecsc meet —7 +6 +10 +19 +37 Do. 
SN ER dvcccnukecsanvel +4 +10 +19 | +10 +48 Do 
0 Ee a —6 +4 +9 | +13 +27 Do. 
United Kingdom .._......... | +1 +16 | +18 | +19 +59 October: 


| December. 


1 General index of common shares. 
? Peak was in February 1953, trough in November 1954. 


Sources: International Monetary Fund, International Financial Statistics, and national sources. 


The 1953-54 rise in share prices began in May 1953 in France, the Netherlands, 
and Sweden, in June in Germany and in July in the United Kingdom. By 
October the Indian and the Belgian markets, and by November the Canadian and 
Swiss markets, also joined the general uptrend. In Italy, the rise did not begin 
until April 1954 and in Finland, which had had a boom of its own throughout 1953, 
not until July 1954. The percentage increases from the respective low points in 
1953 to the peaks in 1954 (generally in December) are shown in the last column of 
table B—2; the increases in France, Germany, and Argentina were among the 
steepest (over 100 percent), and those in Mexico, Switzerland, and Belgium among 
the smallest. 

In most foreign countries the 1953-54 rise in share prices extended throughout 
the stock market, with only a few exceptions such as textile shares. Particu- 
larly strong were shares of companies producing consumers’ durable goods in 
many European countries, as well as chemical and heavy-industry shares. Oil 
company shares in Canada, France, the Netherlands, and the United Kingdom 
also showed large price advances. Among other groups which recorded above- 
average gains were shares of the forest industries in Canada and Sweden, depart- 
ment store shares in Belgium, France, and the United Kingdom, and shipping 
shares in the Netherlands, Sweden, and the United Kingdom. In many foreign 
countries, financial institutions also were among the leaders. Textile shares, the 
main exception to the large upward movement, were relatively depressed every- 
where, either actually falling or else rising very little. 

With rising prices, stock market activity also increased sharply, especially in 
the latter part of 1954. The rise in Germany was particularly marked, as turn- 
over, in terms of nominal values, in 1954 almost trebled as against 1953. In 
Canada, even though turnover, as measured by the number of shares traded, 
declined in the first half of 1954, it increased subsequently to record levels. 

Despite generally larger dividend payments, declining share yields were a 
worldwide accompaniment of rising share prices. In some countries, notably 
in Belgium, France, and the United Kingdom, the fall in the share vield averages 
had already begun in 1953; in others, such as Canada and Switzerland, it started 
only in 1954. In most countries the decline during 1954 was significant (see 
table B-3); on the major stock exchanges, the decline, in percentage terms, was 
steepest in Belgium and Canada, where it amounted to some 25 percent. 
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3. 05 
5. 36 
3. 22 


13.42 


Switzerladd . 87 2. 2. 65 2. 54 
United Kingdom , 5 3. 76 


1 November 1954. 


Nott Yields are not strictly cor 
nitudes involved. 


parable as between countries, but serve as an indication of the mag- 


Sources: International Monetary Fund, Internationa] Financial Statistics, and national] sources. 

In many foreign countries, yields on government and corporate bonds also 
were lower at the end of 1954 than a vear earlier, but the decline for 1954 as a 
whole was very much smaller than in share yields; in a few of the countries where 
this fall in bond vields occurred, notably the United Kingdom, there was some 
stiffening of interest rates toward the end of the year. On the other hand, in 
certain other countries, among them Switzerland and Sweden, bond yields at the 
close of 1954 were above the level of a year previous. As a result of these yield 
changes, the spread between share and bond yields narrowed considerably or 
even disappeared during 1954. In afew countries, notably France and Germany, 
share yields remained below bond yields. 

But in most foreign countries for which data are available, average share yields 
at the end of 1954 were still above the level attained in those prewar years when 
stock prices were at their peaks. Furthermore, in those countries for which the 
information is available, the positive spread between share yields and bond yields 
was larger and the negative spread smaller than in the prewar boom years: in 
the United Kingdom, for example, the average share yield in December 1954 
exceeded the yield on 2% percent consols by 2.18 percent, compared with an 
average spread of 1.13 percent in 1928; in France the yields on perpetual bonds in 
December 1954 exceeded the average share yield by some three-fourths of 1 
percent, as against a similarly negative spread of over 1% percent in 1929. In 
Switzerland the low yields on both shares and bonds are affected primarily by the 
remarkable liquidity of the Swiss capital market. In Belgium, where average 
gross share yields are only a little above long-term government bond yields, a 
special tax on dividend payments reduces the current net share yield below the 
yield on long-term government bonds, but this negative spread is apparently not 
considered unusual in that country. In other countries where bond yields now 
exceed share yields, this is due mainly to the continuation of abnormal postwar 
conditions in the capital market. In France, for instance, bond yields are still 
high (above 5 percent), despite special inducements such as lottery provisions 
and the linking of redemption values and interest rates to various economic 
indicators. 


3. SOME FACTORS CAUSING THE PRICE RISE 


The 1953-54 stock market price rises abroad are usually ascribed, in the coun- 
tries concerned, to a number of general and specific factors, many of which have 
been of a similar nature. 

The period of rising share prices coincided in most foreign countries with grow- 


ing economic activity. The general economic advance was particularly marked 
in Western Europe, whose economies enjoyed a major upswing in industrial 
output accompanied by reasonable price stability. An increased demand for con- 
sumers’ durable goods was a leading element in the advance, but building and 
industrial investment expenditures also rose markedly. In addition, the balance 
of payments positions of most Western European countries vis-a-vis the dollar 
area improved further and their gold and dollar reserves continued to rise.! In 


1 See International Gold and Dollar Movements in 1954, in the Monthly Review of the Federal Reserve 
Bank of New York, February 1955. 
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Canada, however, economic activity experienced a slight decline in 1954 (due in 
large part to lower farm incomes) and in Japan, industrial production dipped in 
the middle of the year. 

The growing strength of most foreign economies and the general firmness in 
world commodity prices moderated the fears of investors abroad regarding pos- 
sible repercussions of the United States recession on their countries’ external 
and internal positions. The very mildness of the United States readjustment, 
and the fact that the United States stock market was rising markedly, likewise 
helped to still the doubts about economic prospects that might have influenced 
the principal stock exchanges abroad. 

In Western Europe, rapidly rising business activity appears to have heen gxen- 
earlly accompanied by higher profits; the increase was particularly noteworthy 
in the United Kingdom, where profits of corporations reporting in 1954 rose by 
11 percent. Reflecting both actual and prospective earnings, dividend payments 
in most countries either were increased or at least were maintained at already 
high levels; with the business outlook good, dividend expectations also brightened 
Belgium seems to have been the main exception to this general trend, as profits 
of Belgian corporations were reported in 1954 to be some 8 percent below 1953; 
dividend payments, however, showed little decrease. In Canada, even thoug! 
profits may have declined, dividend payments rose by 5 percent 

The prevalence of relatively easy money conditions in 1953 and most of 1954 
likewise exerted a marked influence on the capital markets abroad, even though 
the points at which stock prices turned upward cannot, as a rule, be specifically 
connected with changes in monetary policies.2 The tightening of monetary 
policy in the United Kingdom in early 1955 did not immediately affect share prices 
in London; the price rise continued a few days after the one-half percent increase 
in the Bank of England discount rate to 3% percent on January 27. But shortly 
thereafter share prices began to decline and on February 24, when the Bank of 
England discount rate was raised to 444 percent, the fall became even more pro- 
nounced; at the close of the month, however, prices recovered somewhat. Ina 
few other countries, tighter monetary conditions appear to have contributed to 
an earlier decline in share prices, notably in Japan in 1953 and 1954, and in Den- 
mark in the second half of 1954. 

Tax policies, as Was to be expected, have had a direct impact on stock prices. 
In many foreign countries taxes have been reduced since the end of 1952. Among 
the changes bearing most closely on stock market developments, the removal 
of the speculative gains tax in the Netherlands and the halving of the tax on 
dividends in Germany were particularly important. I¢xcess profits taxes were 
eliminated in Sweden and the United Kingdom, and corporate income taxes were 
reduced in Canada, Germany, and the United Kingdom. Various other tax 
changes alleviating profit taxes were enacted in Belgium: and France, as well as 
in several other countries. In France, however, corporate income tax rates were 
increased. In many foreign countries, notably in Canada and the United King- 
dom, capital gains are not taxable, while in a number of other countries capital 
gains, or at least a substantial proportion, are subject to income tax, and this 
also may have influenced stock prices abroad. 

Direct controls affecting dividend payments and security issues were also 
eased in a number of countries in recent vears. [in 1954 the control of dividends 
was abolished in the Netherlands, and relaxed in Norway: in Sweden and Germanv 
it had been abolished in 1951 and 1952 respectivelv. In France the strict controls 
over capital issues were relaxed; in the United Kingdom, such controls reportedly 
were not as stringent as during earlier vears. 

On the whole, therefore, the combination of direct influences just described, 
together with marked prosperity and the ending of hostilities in Korea and Indo- 
china, seem to have been interpreted by investors abroad as indicative that the 
postwar adjustment, with all its distortions and upheavals, had been largely 
completed, giving rise in turn to expectations of progressive economic growth in 
the forseeable future. In most foreign countries, institutional investors seem 
to have been among the first to reach this more optimistic view, and their increased 
purchases of common shares were an important element in the rising share prices, 
As the rise in share values accelerated, speculation for trading profits has come 
to be regarded, in market comments in a number of foreign countries, as an 
increasingly important factor in the further rise of stock prices. 

The remarkable strength of the upward thrust of stock prices abroad may 
also be attributed in part to the relative narrowness of many foreign stock markets. 


2 See Recent Monetary Policy Changes Abroad, in the Monthly Review of the Federal Reserve Bank of 
New York, October 1954. 
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In a number of countries—notably France, Germany, the Netherlands, and 
Switzerland—new share issues have remained small by prewar standards. In- 
creased purchases by institutional investors, presumably for the long pull, have 
further contributed to the apparent shortage in the floating supply of shares. 
In the United Kingdom, however, the steel industry was denationalized in 1953, 
and shares of a number of.steel companies have since been offered to the public, 
thus increasing the total amount of shares outstanding in Britain. 

Continued exchange controls over international capital movements, despite 
some recent relaxations, have likewise contributed to the narrowness of some 
foreign markets, primarily by preventing admission of foreign stock issues for 
domestic trading. However, recent relaxation in the controls over such move- 
ments, together with a greater interest in foreign issues on the part of investors 
in the United States and Switzerland, appears to have had an equalizing effect on 
the pattern of price changes in the principal markets. Foreign capital participa- 
tion reportedly was an especially important factor in the 1953-54 stock market 
booms in Canada, Germany, and the Netherlands. 


4. CONCLUSIONS 


The spectacular and simultaneous rise in stock prices on the principal markets 
abroad during the past 2 years is without precedent in the postwar period. It has 
been associated with a growth in production and incomes to levels never before 
attained, and has reflected increases in current earnings and dividends and favor- 
able expectations as to their future trend. A striking feature of the rise has 
been that it occurred during a period of relative stability in commodity prices. 
It is particularly noteworthy that, until recently at least, the remarkable pros- 
perity of most foreign countries has not been accompanied by any important 
signs of inflationary pressure. 

Toward the end of 1954, equities were quoted in many countries at prices 
which appeared to have liberally discounted future earning potentials. Conse- 
quently, questions were raised in many quarters as to the influence of speculation 
on share prices and the vulnerability of current market levels. The possibility 
that the upward movement may be getting out of hand has been a matter of 
concern for the monetary authorities in certain countries; one of the central 
banks—West Germany’s Bank deutscher Linder—has stated recently in its 
monthly report that there would seem to be no justification for further increases 
in stock prices. ‘‘Undoubtedly,’”’ it added, ‘‘the current level of share prices 
already anticipates very favorable developments for shareholders.” 

Nevertheless, the rise in stock values abroad may, in the perspective of the 
entire postwar period, be basically regarded as a reflection of restored economic 
and financial strength, of the revival of free-market economies, and of the reemer- 
gence of investor confidence in the economic growth of the free world. The con- 
sequent broadening of interest in equity investment on foreign exchanges may 
very well stimulate capital creation through private savings and thus provide 
one of the essential conditions for the efficient functioning of private-enterprise 
economies. 





CHAPTER II—STOCK PRICES AND GENERAL BUSINESS 
FLUCTUATIONS 


The American economy, like that of other vigorous industrial 
nations, has been subject to more or less recurrent fluctuations in 
general business activity, commonly referred to as business cycles. 
Since about the time of the Civil War, these wavelike movements 
have ranged from about 2 to 10 years with an average duration of 4 
years. They have also differed in the relative intensity of their 
fluctuations. 

The stock market has also been subject to recurrent fluctuations of 
varying duration and amplitude. What are the interrelations between 
stock-price movements and business fluctuations? ‘To what extent do 
changes in the tides of business affect stock-market behavior and, 
conversely, how influential are stock-price movements upon business 
activity? 

Memory of the bull market of the late 1920’s and the stock-market 
collapse in 1929-30, followed by one of the severest depressions in our 
history, has made Americans sensitive to the dangers of fluctuations 
in total output and in stock prices. There is a widespread feeling 
that economic stability and the healthy growth of the economy are 
incompatible with an overemphasis on speculative activity in the stock 
market. 

DETERMINING THE SOUNDNESS OF THE MARKET 


When are stock prices behaving in a fashion likely to have an adverse 
influence upon the economy? When are they moving in a manner 
which fulfills the legitimate functions of the stock exchange as one of 
the essential institutions of a free-enterprise economy? These ques- 
tions are significant to the intelligent investor, the farsighted business- 
man, and to Government offi cials responsible for promoting a highly 
progressive and stable economy, but they are nevertheless difficult to 
answer. 

The hazards in judging the soundness of the market at any given 
time result in part from serious statistical gaps in our knowledge of 
the influences believed to affect the market. But an even greater 
difficulty arises from an inability to evaluate the relevar* importance 
of the factors that may affect stock-price movements. lhe analyst 
of stock-market behavior may review a wide variety of statistical 
data showing changes in the volume of business, earnings, dividends, 
bank credit, taxes, governmental policies, etc. This information, 
however, is applicable in the main to either the current situation or to 
the past. 

Stock-market behavior, however, is peculiarly concerned with dis- 
counting the future. Fluctuations of stock price presumably reflect 
the changing anticipations by stock purchasers and sellers of the 
prospective volume of business, the prospective earnings, and the 
like. With respect to these anticipations, however, current and past 
statistical records may be only of limited usefulness. Moreover, 
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where judgments of the future are concerned, psychological, as dis- 
tinct from economic influences, may play a highly significant role. 
However, despite the waves of optimism and pessimism which may 
characterize stock-market behavior, generated by uncertainties of 
the future, the analyst will not re adily dismiss such statistical infor- 
mation as has been built up in the past, and which is believed to be 
relevant in judging future stock-price trends. 


THE STOCK MARKET AS A BUSINESS BAROMETER 


The movement of stock prices has frequently been regarded as a 
more or less reliable barometer of changes in the weather of business 
activity. This fairly widespread view among persons concerned with 
following business and stock market behavior seemed to be supported 
by various historical series and tabulations prepared by the statistician. 

Perhaps the most comprehensive recent study of statistical indi- 
cators is that of the National Bureau of Economic Research.' After 
examining hundreds of monthly or quarterly series—in some cases 
going as far back as the Civil War—the National Bureau of Economic 
Research found that 21 important economic variables exhibited 
more or less persistent tendency to either lead, coincide, or lag at 
cyclical turning points. 

Conspicuous among the series which tended to reach their cyclical 
peaks and troughs before the turning points in business activity were 
those of stock prices. A comparision of.the turning points of indus- 
trial stock prices from 1899 to 1938 with those of general business 
activity showed that, on the average, stock prices led by 6 months 
at the peak and 7 months at the trough. However, it is important to 
note that the cyclical peaks of stock prices varied from a lead of 21 
months to a lag of 3 months. At cyclical troughs, stock prices varied 
from a lead of 18 months to a lag of 1 month. Since World War.LI, 
there was less regularity between the turning points of stock prices 
and business activity than in earlier years. However, in the 1948-49 
and 1953-54 business recessions, the trough in stock prices preceded 
that of business activity. In the latter period, the rise of stock prices 
began about a year before the business upturn. Chart 1 shows the 
behavior of the 21 indicators since World War IT. 

Despite the absence of regularity between the time sequence of 
the turning points of stock prices and business activity, the former 
have tended to anticipate fluctuations in aggregate business activity. 
Among the basic forces governing both the changing tides of business 
and of stock-market behavior is the prospect of profits. And since 
profits are to a large extent dependent upon volume of sales as well 
as unit costs and unit prices, it is not surprising that the stock market 
should attempt to anticipate changes in the business volume and cost- 
price relationships of the various corporate enterprises. 

Intelligent investors and alert business managements scan numerous 
statistical series, published by private statistical organizations and 
governmental agencies, which serve to register the changing pulse of 
the business economy. 

Economic indicators that tend to lead business upturns and down- 
turns are: Liabilities of business failures, new orders, construction 





1 Geoffrey H. Moore, Statistical Indicators of Cyclical Revivals and Recessions, Occasional Paper 31, Na- 
tional Bureau of Economic Research (1950). 
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contracts, stock prices, hours worked per week, new incorporations, 
and sensitive wholesale prices. 

Among statistical series that tend to move in roughly coincident 
timing with aggregate business activity are industrial production, 
nonagricultural employment, wholesale commodity prices, imports, 
and business profits. 

Series which tend to lag are personal income, interest rates, retail 
sales, and inventories. 

For over a decade, increasing attention has been given to the 
gross national product as a measure of changes in general economic 
activity. The GNP-—as it is frequently called—represents the 
Nation’s total output of goods and services at current market prices. 
Annual and quarterly estimates of the total output of final goods and 
services are measured in terms of four major expenditure groups: 
Personal consumption expenditures, gross private domestic invest- 
ment, net foreign investment, and Government purchases of goods 
and services. In appraising future business activity, consideration 
is given to the influences that are likely to determine consumer 
spending, business spending on investment goods, and Government 
expenditures on goods and services. 

In addition to the use of the economic indicators and the various 
components of the gross national product for clues as to prospective 
changes in the volume of business and earnings, the analyst will 
ae watch the changes in the volume of bank credit flowing into 
the business system including the stock market. He will also attempt 
to evaluate monetary policies of the Federal Reserve System with 
respect to open market operations, bank reserves, and rediscount 
rates—all of which affect the volume and cost of money. Similarly, 
he will consider the effects upon business operations and upon the 
financial markets of shifts in the fiscal and debt management policies 
of the Treasury. 


RECENT TRENDS AFFECTING BUSINESS CONDITIONS 


In judging the recent behavior of the stock market, account will 
also be taken of longer-range structural changes in the business system, 
in the financial markets, and in the relations of Government to them. 
Since references to past periods of business and stock market fluctua- 
tions are bound to color evaluations of current movements, it is 
essential to ascertain the extent to which these structural changes 
affect the validity of historical comparisons. 

In recent decades there have been marked changes in the growth 
of population and family formation, the physical stock of plant and 
equipment, technological progress and productivity, personal income 
and its distribution, the level of prices and interest rates, methods of 
corporate finance, the liquid assets of individuals and corporations, 
the position of agriculture, and the proportion of government spending 
to total spending. Moreover, there have been significant legislative 
innovations aimed at strengthening our financial institutions, including 
stock exchanges, banks and other lending agencies, as well as such 
measures for strengthening economic stability through expanded 
social-security programs, unemployment compensation systems, and 
farm price supports. 
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Do these, and other important developments that might readily 
be included in the above list, signify that the economy is much less 
vulnerable to downswings in business activity? To what extent do 
they explain the sharp rise of stock prices in the past 16 months and 
justify even higher levels without adversely affecting economic 
stability? 

The optimist with respect to the future of stock prices may be in- 
clined to seize upon one or more of the structural changes in support 
of his expectations. The pessimist is likely to justify his anticipa- 
tions by reference to the consequences of the “new era’ ’ psychology, 
prevalent in the 1920’s—a period that also manifested numerous in- 
dustrial innovations and other signs of healthy progress. Both may 
ignore more immediate developments in the business sector and in 
the stock market which may overshadow ‘‘structural’”’ factors that 
promote stability and economic growth. It may be useful, therefore, 
to briefly review the 1953-54 stock price behavior in the light of 
recent business activity. It should also be helpful to examine the 
period of the twenties. 


ECONOMIC INDICATORS SINCE JULY 1953 


The 1953-54 contraction began after July 1953. The Federal Re- 
serve Board’s index of industrial production declined 10.2 percent 
from July 1953 to March 1954, remained virtually constant between 
March and August, and increased 5.7 percent from August to Decem- 
ber 1954. The gross national product dropped from an annual rate 
of $370 billion in the second quarter of 1953 to $356 billion in the 
first quarter of 1954—a decline of $14 billion, or about 4 percent. 
Two principal areas of expenditure were responsible for the drop: 
reduced inventories and cuts in national security expenditures. Be- 
tween the first quarter of 1954 and the third quarter there was prac- 
tically no change in the GNP, while in the last quarter of the year it 
increased by 5% billion. The movements of selected economic indi- 
cators are shown in charts 2, 3, 4, and 5. 
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CHART 2 


GROSS NATIONAL PRODUCT 


Billions of dollars, onnval rates 
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CHART 4 


SELECTED BUSINESS INDEXES 


Per cent, 1947-49 + 100 
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CHART 5 


EMPLOYMENT AND UNEMPLOYMENT 
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The rise of stock prices in September 1953 so soon after the business 
recession got underway has been interpreted as a manifestation that 
the investing public was prepared to take the downturn in its stride. 
It is unnecessary to speculate as to why stock prices began to climb 
upward so early—a year before the general business upturn and 6 
months ahead of the average lead of stock prices in business revivals. 
Our knowledge of the psychology of the stock market is too scanty 
to attach any special significance to the particular month when the 
rise began. The much more important consideration was the fact 
of the rise itself—that stock prices moved upward in the fall and the 
following spring at a time when the business contraction was at its 
worst. One can, therefore, reasonably interpret the movement of 
stock prices as indicating confidence that the business recession was 
expected to be of mild and short duration, 

Although analysts may differ as to the factors that influenced the 
behavior of the stock market during this period, one can draw up a 
list on which there might be a fair measure of agreement. ‘There is 
likely to be much less of a consensus of viewpoint on the relative 
importance of the items included in such a list. 

With respect to the economic developments of 1953-54, it was 
anticipated that two major recessionary influences—declining expendi- 
tures for inventories and national security—were likely to spend 
themselves before very long. Business inventories—mainly durable 
goods—which experienced their greatest rise in the second quarter 
of 1953 began a steady rate of liquidation by the fourth quarter of the 
year. They were expected to show a much better relation to sales 
toward the -end of 1954 than earlier in the year. National security 
expenditures, which had reached their peak in the second quarter 
of 1953 at an annual rate of $54.3 billion, and declined thereafter 
with the sharpest drop in the first quar ter of 1954, experienced smaller 
cuts during the remainder of the year. They were expected to stabilize 
in 1955 close to the $40 billion level of the fourth quarter. 

That the readjustment of inventories was not likely to have serious 
repercussions became apparent when the statistical reports indicated 
that consumer spending was continuing at a high level. From the 
second quarter of 1953 to the first quarter of 1954, personal consump- 
tion expenditures remained unchanged, and from the first quarter of 
1954 to the third quarter, they had risen at an annual rate of over $4 
billion. 

Despite a decline of 10 percent in industrial production from mid- 
1953 to mid-1954, overall wholesale industrial commodity prices re- 
mained stable throughout the recession. This stability, contrary to 
a usual decline in the industrial price level during periods of contrac- 
tion, was another sign of business confidence in the temporary char- 
acter of the business recession. Surveys conducted in the fall of 1953 
on plans of business with respect to capital outlays indicated that such 
plans were not likely to be substantially revised because of the drop 
in production since the summer. Moreover, the reports on construc- 
tion indicated that residential building would continue at a high level— 
and as 1954 progressed it became apparent that the number of housing 
starts would approximate record levels. Commercial building was also 
expanding in 1954, as were State and local governmental expenditures 
for construction programs. 
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The European economic recovery was reflected in an increase of 
American exports. The industrial output of Western Europe, which 
manifested a strong upward movement from the third quarter of 
1952 to the third quarter of 1953, continued to expand in 1954 at a 
substantial rate and gave promise of further increases in our exports. 


CHANGES IN CREDIT AND TAX POLICIES 


There can be little doubt that credit developments in 1953-54 
strengthened business and stock market confidence. Starting in 
May 1953 the Federal Reserve authorities embarked on an easy 
credit program. From May to July 1953, the Federal Reserve System 
added about a billion dollars of United States Government securities 
to its holdings—thus increasing bank reserves. In June 1953 there 
was a reduction of reserve requirements, Interest rates began to 
decline in mid-1953 and moved downward for a year. Moody’s 
AAA bonds yielded 3.40 percent in June 1953 and 2.90 percent a 
year later. Prime commercial paper rates (4-6 months) dropped 
from 2.75 percent in the summer of 1953 to 1.31 percent a year later. 
The Federal Reserve rediscount rate was lowered in February 1954 
and then again in April. In general, lower interest rates emphasized 
the relatively attractive yields of common stocks. 

In addition to monetary ease, tax changes had a stimulating effect 
upon business and market sentiment. In late September 1953 the 
Treasury announced that it would not seek an extension of the excess- 
profits tax which was to expire December 31, 1958, and would not 
ask to postpone the reduction of the personal income-tax scheduled 
for January 1, 1954. It has been estimated that these cuts reduced 
taxes by about a billion dollars during the first half of 1954 and 
would reduce them by about 4% billions during the fiscal year 1954-55. 
These cuts increased funds available for spending and investing 
although there was a partial offsetting factor in the increased social- 
security contributions that took effect in January 1954. The an- 
nouncement at this time of a program for further liberal tax treatment 
in the 1954 tax law—including faster depreciation writeoffs and 
special tax relief for income from stock dividends—had a stimulating 
effect on the business and market outlook. 

Although corporate profits before taxes declined at an annual rate 
of $7.4 billion from the second quarter of 1953 to the first quarter 
of 1954, corporate tax liability was cut by an annual rate of $5.5 
billion because of the elimination of the excess-profits tax and the 
automatic tax decline accompanying a drop in income. Despite a 
substantial drop in corporate income before taxes during the 9 months, 
dividend payments were not only maintained but even increased by 
several hundred million dollars. In fact, 1953 dividend payments 
exceeded that of the highest level reached in any previous year- 
which was in 1950—and 19: 54 topped 1953 by a half billion dollars. 

The various measures undertaken by the Government indicated 
unmistakably that both political parties were ready to take steps to 
carry out the intent of the Employment Act of 1946 to promote 
economic stability. At the beginning of the recession the public was 
still unaware to what extent the administration would carry out its 
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responsibility under the act. Both business firms and investors were 
reassured by the policy announcement in the fall of 1953 and by the 
programs submitted to the Congress in January 1954 that monetary, 
fiscal, and other measures would be taken to counteract the influence 
of recessionary forces. Additional confidence was derived from the 
awareness that the various structural reforms and _ stabilization 
measures adopted by previous administrations strengthened the 
economy’s ability to resist cumulative downward pressures. 

These were some of the major influences that furnished grounds for 
a substantial rise of stock prices. However, they do not necessarily 
explain the magnitude and persistency of the rise that actually took 
place. There were additional factors affecting stock-market behavior 
that must be taken into account. We shall refer to a number of these 
stressed by many participants and analysts of the stock market. 
Later chapters will discuss some of them at greater length. 


INTRINSIC WORTH OF STOCKS 


From 1947 to 1953 stock prices were said to be relatively low when 
compared to profits and earnings, especially in view of the low level of 
interest rates. The current level of stock prices is said to be a belated 
recognition of this situation as well as of the strengthened financial po- 
sition of corporations since World War II. During the postwar period 
through 1954, corporations invested an estimated $170 billion in new 
plant and equipment and increased their net working capital by nearly 
45 billion, This large investment in corporate productive capacity, 
financed largely without proportionate debt expansion, provided an 
expanded asset base for common stock values. Moreover, the sharply 
higher depreciation allowances which have prevailed in recent years 
may have also affected market valuation of earnings. These allow- 
ances exert a downward pressure on reported earnings, give a basis 
for continuous modernization of plant facilities, facilitate the internal 
financing of capital expansion, and help to provide a cash liquidity 
which protects dividend continuity. The “cash throwoff”’ of corpora- 
tions (profits after taxes plus depreciation), as shown in chart 6, was 
at an alltime peak in 1954. While this chart covers all corporations, 
the recent rise in cash throw-off has undoubtedly been even more 
pronounced for the relatively larger, listed corporations than for 
corporations generally. 
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CHART 6 


CORPORATE PROFITS AND DEPRECIATION ALLOWANCES 
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Source: Board of Governors of the Federal Reserve System. 
SUPPLY OF STOCKS 


While the extended period of reliance upon internal financing of 
modernization and expansion has strengthened the asset base, it has 
also had the effect of limiting the supply of new stock issues. This 
contributed to the ‘thinning’ of the market—a situation to which 
reference is frequently made in one connection or another in discus- 
sions of recent stock price movements. 

The reduced ‘floating’ supply, particularly of “blue-chip” indus- 
trial stocks, is also attributed to the semipermanent withdrawal from 
the market through purchases by pension funds, insurance companies, 
investment trusts, and other institutional investors. At the same time, 
the demand for stocks by institutional investors—recipients of mount- 
ing flows of cash for investment—has grown considerably in recent 
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years; they have increasingly come to regard common stocks as 
essential holdings in diversified portfolios. 

Another element which has been emphasized as exerting an upward 
pressure on stock prices is the capital gains tax which induces investors 
to defer sales. 

To assess the relative importance of these factors affecting the 
supply and demand of common stocks—in terms of the broader 
economic developments referred to earlier in this chapter—depends 
upon much more information than is presently available as well as 
upon the importance that is attached to the ever intangible and per- 
sistent ‘“‘psychological’” factor. 


BUSINESS FLUCTUATIONS AND THE STOCK MARKET 


Thus far we have enumerated factors that led the stock market to 
anticipate improved business conditions together with some of the 
elements that may have accelerated the price rise between September 
1953 and January 1955. To the degree that concern has been ex- 
pressed by various people as to the character of the rise, it stems from 
the belief that, like other periods in our history, the stock market can 
have an adverse influence upon economic stability. A sharply risin 
market tends to feed upon itself as more and more people are lanoebad 
to common stocks by the lure of capital gains and increasingly lose 
perspective as to the economic realities. Speculative excesses can 
push prices up to unsustainable levels with sharp reversals that can 
shake business confidence—especially if such reversals take place at 
a time when weaknesses begin to appear on the horizon of the business 
sector of the economy. Since we cannot rule out the possibility of 
the recurrence of business fluctuations—despite the progress that has 
been made to cope with the problems of instability—the development 
of speculative trends in the stock market bears close watching. 





COMPARISONS OF PRESENT MARKET WITH THE LATE 1920'S 


In this connection, references to the late twenties are inevitable. 
Numerous comparisons have recently appeared contrasting the stock 
market situation in 1929 with the present market. Statistics giving 
the latest figures and those for the peak of the 1929 bull market— 
price-earnings ratios, stock yields in relation to bond yields, ratios of 
volume of trading on the New York Stock Exchange with shares 
listed, and the like—can result in only one conclusion, namely, that 
the present market is in a healthier condition than at the time for 
which the comparisons were made. Recent stock market behavior 
is much closer to the realities of the business situation than was the 
case in 1929; speculation is less rampant, credit for trading purposes 
is smaller, stock prices as measured against either earnings or dividends 
are in sounder relationship, etc. However, it is questionable whether 
it is prudent to use the point of culmination of one of the worst spec- 
ulative bull markets in American history as a norm for measuring 
the soundness of the present state of the market. 

If historical comparisons are to furnish a reasonable basis for judging 
the potential soundness of recent stock price movements, 1927 may 
be a more significant point of reference. The statistics with respect 
to earnings, volume of trading, etc., for the recent period appear much 
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less favorable when reference is to the year during which the bull 
market began rather than when it ended. 

One of the reasons why 1927 may be more instructive for judging 
recent stock market developments is that it focuses on a dilemma 
which confronted monetary authorities at that time, and which they 
may have to face again should stock prices continue their sharp 
upward climb. Monetary policies designed to promote economic 
stability may be considerably hampered by the necessity for restricting 
speculative developments in the stock market. Equally important 
is the realization that in 1927 the country was unaware that it was 
soon to be engulfed by a reckless speculative fever which before long 
would result in violent readjustments in the economy. If there is 
any lesson to be drawn from the 1927-29 experience it is that it is 
healthier to spot excesses early and correct them than to ignore their 
existence until speculative trends develop which are difficult to correct 
without injury to other segments of the economy. 

One final point with respect to historical comparisons should be 
noted. While it may be salutary to be reminded of the lessons of 
history, one must also not forget that excessive reliance on historical 
data may be misleading. Since the twenties vast changes have oc- 
curred in governmental policies, business innovations, and investment 
preferences. Thus, comparisons with earlier periods, taken by them- 
selves, should neither frighten nor brighten us. The significant ques- 
tions are the condition of the present market, recent trends which may 
indicate future developments, and current factors affecting the stock 
market. It is to these questions that the committee’s study of the 
stock market is addressed. 
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CHAPTER LII—CREDIT AND THE STOCK MARKET 


One of the major factors affecting stock prices is credit. Its influence 
is felt directly to the extent that credit helps finance the purchase or 
carrying of stocks. Less directly, but also significant, is the general 
availability of credit. 


USE AND DANGER OF CREDIT IN THE SECURITIES MARKET 


Credit in the securities market facilitates the transfer of ownership 
of equity and debt securities. In one form, it helps to finance the dis- 
tribution of stocks and bonds by the investment dealer who buys or 
underwrites the securities at wholesale from the issuing organization 
and sells them at retail to investors. In another form, it helps to fi- 
nance the individual and institutional investors who purchase new 
issues or those already outstanding in the market. ‘These forms in- 
clude margin accounts of customers at brokerage firms, as well as 
bank loans to customers for buying or carrying securities. The economic 
function of securities-market credit is to facilitate the flow of money 
savings into long-term investment. 

The excessive use of credit in the securities market, however, may 
have serious unstabilizing effects, as was the case in the late twenties 
Experience has shown that too much credit may operate to inflate 
stock prices far beyond underlying values, with harmful effects upon 
the economy generally. The excessive use of credit for buying and 
carrying securities accentuates market downswings. Those who hold 
stocks which are financed by credit may be forced by the lender to 
sell in order to protect the loan. This can lead to additional selling 
and as stock prices go even lower, others with stocks financed by 
credit may be forced to unload. At its worst, this type of chain 
reaction contains the danger of making a market break more serious 
and disorderly. 

Because of the potential dangers of an excessive amount of credit 
in the securities market, Congress has given authority to the Federal 
Reserve Board, in the Securities Exchange Act of 1934, to regulate 
credit in the stock market. Briefly, these regulations are as follows: 

1. Loans by brokers and dealers to customers for the carrying 
of margin accounts. The Federal Reserve Board is empowered 
to regulate the amount of credit which brokers and dealers may 
lend on listed securities to purchasers buying on margin. 

2. Loans by banks to others for the purpose of purchasing 
or carrying stocks. The Board’s regulations limit the amount 
which any bank can lend for the purpose of purchasing or carrying 
listed stocks. Margin requirements are the same as in the case 
of loans by brokers and dealers. 
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The Board’s margin regulations do not apply to nonpurpose loans 
on securities. Thus a borrower owning securities outright may borrow 
on these securities any amount for a purpose such as buying a house, 
and not be subject to margin regulation. 


MEASURES OF SECURITIES MARKET CREDIT 


For some purposes, it may be desirable to know the gross amount 
of credit used in the securities market. and its composition. However, 
the more pertinent questions for the present inquiry relate to the 
amount of credit used in financing transactions in non-Federal secu- 
rities and to changes in this quantity. Two measures of credit are 
of special interest here: 

1. The amount of bank credit for financing transactions in non- 
Federal securities; and 

2. The amount of credit extended to customers of brokers and 
dealers and of banks for purchasing or carrying such securities. 

Bank credit in financing non-Federal securities transactions.—Bank 
credit used in financing non-Federal securities transactions is meas- 
ured by bank loans for the purpose of purchasing or carrying such 
securities. Separate measures are available for (a) loans to brokers 
and dealers and (b) loans to others. These have been reported semi- 
annually in the call reports of all banks and each week in the reports 
of weekly reporting member banks since January 1944.1 From 1938 
to 1944, loans to finance United States Government security transac- 
tions were included in the two series. Prior to 1938 these categories 
of bank loans included all loans to brokers and dealers and to others 
with securities as collateral. While the reported loans to brokers and 
dealers against securities collateral may be presumed to have been 
for the purpose of purchasing or carrying securities, loans to others 
on securities collateral included a large volume of loans for other 
purposes. Hence, prior to 1938 the most generally used measure of 
bank credit in the securities market was the bank series of so-called 
brokers’ loans available in various forms from 1918. 

The amount of credit extended by weekly reporting member banks 
in leading cities to the securities market, together with a breakdown by 
the two component categories, is shown monthly since 1938 in chart 1. 


1 Loans to brokers and dealers reported by weekly veperting member banks at June 30, 1954, represented 
about 99 percent of those reported by all member banks and 97 percent of those of all commercial banks. 
Corresponding ratios for weekly reporting member bank loans to other than brokers and ~ er were 81 
percent and 72 percent, respectively, of those of all member banks and all commercial banks 
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Customers’ credit in the stock market.—As distinguished from bank 
credit in the securities market, customers’ credit is measured by the 
total of credit extended by banks and by brokers to their individual 
customers for purchasing or carrying non-Federal securities. The 
bank’s share of this credit is measured by bank loans to those who are 
not brokers or dealers for buying or carrying securities.” 

Credit extended by brokers to their customers in margin accounts 
is measured by ‘“‘customers’ debit balances.”’ Experience has shown 
that customers’ loans (debit balances) of brokers and dealers have a 
greater variability and are more closely related to price movements 
in the stock market than customer loans at banks for purchasing or 
carrying securities. Consequently, for observation of the behavior 
of stock market credit in relation to other dynamic aspects of the 
securities market, the customers’ debit balance series is the most 
appropriate and most widely used measure today. This series is 
available by months since late 1931.5 Prior to early 1945, these 
balances included borrowing on United States Government securities. 

The total of customers’ credit in use in the stock market, together 
with the two component series, is shown monthly for the period since 
1938 in chart 2. The behavior of this credit is discussed in later 
sections. 

Other bank loans on securities collateral.—Some confusion as to meas- 
urement of bank credit to customers for financing securities trans- 
actions occasionally arises because banks make loans to customers 
against securities collateral for purposes other than the purchasing or 
carrying of the securities. Such loans are reported, and have been 
since 1938, among other types of bank loans, such as business loans 
or single payment loans to individuals. 

Some part of these loans may have helped buyers purchase or carry 
securities. However, occasional spot surveys have indicated that the 
total amount of these “nonpurpose” loans has been typically smaller 
than total bank loans reported for the purpose of buying or carrying 
securities. A survey of Federal Reserve member banks as of Novem- 
ber 20, 194€, for example, covering business loans only, found that 
loans amounting to $945 million, or about 7 percent of the total of 
13.2 billion of business loans outstanding, were secured by stocks and 
bonds.‘ At the end of 1946, member bank loans outstanding reported 
for the purpose of purchasing or carrying securities were $3 billion. 
Thus there were $3.9 billion of member bank business and security 
loans with securities as collateral and of this total, three-quarters were 
used for the purpose of purchasing or carrying securities. With loans 
on United States Government securities excluded from the business 
loans on securities, the total reported ‘“‘purpose’’ loans were more than 
four-fifths of the $3.6 billion total. 

2 The evrrently reported figures in this category include small amounts of credit to finance transactiors 
in Uni'ed States Government securities. Bar ks outside of New York and Chicago are permitted toinclude 
such credit, but the amounts of ircluded credit are believed to be small. From Jaruary 1£44 to February 
1953, weekly reportirg member barks reported loars to purchase or carry U. 8. Governmert securi ies 
separately. Begirnirg with March 19f3, however, member banks outside of New York and Chicago have 
not reported their loans for purchasirg cr carryirg U. S. Government securities separately, but these are 
believed to exnstitute a small part ot the total; at last report in February 1953 they were $78 million com- 
pared with $661 million loans to individuals for other securities. Current monthly emourts of bark loans 
to individuals for purchasirg or earryir g secvritics are measured by (a) loars at weekly reportir g member 
banks in New York and Chicago to other than brokers and dealers for purchasing or carryir g securities 
other than United States Governments, plus (») all loans for purchasirg or carryirg securitics to other 
than brokers and dealers at reporting member banks outside of New York City and Chicago. 

3 Reporte: by ren ber firms of the New York Stock Exchange that carry margin accounts for their cus- 
a Loans of $368 million (2.8 percent of total business loans) were secured by U. S. Government securities; 


loans of $90 million (0.7 percent) by other bonds; loans of $297 million (2.2 percent) by listed stocks; and 
loans of $190 million (1.4 percent) by unlisted stocks. 
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At the request of Senator Fulbright, chairman of the Senate Bank- 
ing and Currency Committee, a spot survey was made by the Federal 
Reserve banks in early 1955. This survey found that loans secured 
by stocks and bonds represented nearly 15 percent of total loans, 
including business loans as well as other loans. ‘Purpose’’ loans to 
brokers and dealers were about 7 percent of total loans; ‘‘purpose’’ 
loans to others, 3 percent; and “‘nonpurpose”’ loans, 5 percent. If the 
same relationship held for the approximately 6,400 other member 
banks, the total amount of such nonpurpose loans on securities col- 
lateral at all member banks was approximately $3 billion 

Customers’ debit balances.—Customers’ debit balances are the sum 
of debit balances (borrowing) of all of the brokers’ customers who 
have a net debit balance in their combined accounts. When one 
customer has two or more accounts with the same broker, the debit 
balance reported is net of any credit balance he may have in other 
accounts. Customers’ debit balances represent the gross amount of 
borrowing by the brokers’ customers who are borrowing, in the sense 
that this borrowing (customers’ debit balances) is not offset by any 
net credit balances of the brokers’ other customers who are not 
borrowing.® 

The published monthly figures for customers’ debit balances re- 
ported by member firms of the New York Stock Kechanae that carry 
margin accounts represent a large proportion, estimated at more 
than 90 percent, of customers’ borrowing from all brokers. Custom- 
ers’ debit balances largely reflect money borrowed to purchase regis- 
tered stocks. However, they also include credit to purchase non- 
Federal bonds and some credit for other purposes. 

Purchases of unregistered securities on credit from brokers are in 
effect prohibited under regulation T of the Board of Governors of 
the Federal Reserve System, which provides that such securities have 
no loan value in a customer’s account with a broker. Bank loans 
to purchase unregistered securities, however, are not subject to regu- 
lation. 

Relationship between customer financing by brokers and broker borrow- 
ing at banks.—Brokers finance their customers’ debit balances in part 
from the free credit balances of other customers, in part from their own 
‘apital, and in part from borrowing at banks and others, Financing 
from brokers’ own capital is relatively stable. Therefore, changes in 
brokers’ borrowing at banks and others chiefly reflect the combined 
effect of changes in customers’ debit balances and changes in cus- 
tomers’ free credit balances. Changes in brokers’ borrowing will also 
reflect to some extent changes in member firms’ operations as under- 
writers and distributors 

Chart 3 shows the movements of customers’ debit balances, cus- 
tomers’ free credit balances, and brokers’ borrowing from 1932 to 





5 The survey covered 271 leading banks that held about 61 percent of total loans of all member banks, 
93 percent of total loans to brokers and dealers in securities, and 77 percent of loans to others for the purpose 
of purchasing or carrying securities. 

6 In brokers’ accounting, the customers’ accounts are in effect open accounts debited for purchases of 
securities and withdrawals of cash and credited for sales of securities and deposits of cash. Debit balances 
commonly are created or increased, therefore, as a result of new purchases or cash withdrawals in excess of 
the cash deposited or accumulated from past sales in the account, or are reduced or retired by an excess of 
new sales or cash deposits over the amount of accumulated purchases and cash withdrawals debited to 
the account. 

Deposits or withdrawals of securities are not credited or debited to the account in dollar amounts but are 
recorded in a memorandum notation of the securities held in the account. The margin or equity in a margin 
account is the difference between the current market value of securities or other assets held and the debit 
balance, and is commonly referred to as a percentage of the market value. 
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December 1954. Although the record extends back only to 1931, it 
appears that customers’ credit balances have been at comparatively 
high levels in postwar years. As is indicated in chart 3, customers’ 
debit balances and brokers’ borrowing have generally tended to rise 
and fall together. 


In the late twenties, brokers borrowed heavily from corporate and 
other nonbank sources. In the past 20 years, however, they have 
borrowed little from these sources. Such borrowing is restricted by 
the terms of the Securities Exchange Act of 1934. 


THE MECHANICS OF STOCK MARKET CREDIT 


In the operation of the stock exchange mechanism, changes in 
credit volume reflect the net balance of payments arising from the 
transfer of securities between the borrowing accounts and outright 
owners, including corporations selling new securities. The amount 
of credit in use increases when borrowing or margin accounts are buying 
securities on balance from outright owners. In this case, there is a 
net flow of payments from margin accounts to outright owners. Sim- 
larly, when outright owners are buying securities on balance from 
margin accounts there is a net flow of payments from cash investors 
to margin accounts which reduces the amount of credit in use.’ 

Purchases and sales between cash traders have litile effect on the 
amount of market credit. Some “float’’ arises in cash transactions 
during the time required to make deliveries, but the credits tend to 
offset the debits. Also, many transactions between margin accounts 
do not change the amount of credit outstanding, because the increase 
in the debit balance of the purchaser tends to be offset through the 
brokers’ accounting by a decrease in the debit balance of the seller. 
In the same way some of the transactions between customers borrow- 
ing from banks to purchase or carry securities may balance out without 
affecting the total of bank credit in use for this purpose. In terms of 
the combined credit in use by both bank customers and broker cus- 
tomers, even more of the transactions tend to cancel out. Credit 
borrowed from banks or brokers tends to retire credit borrowed from 
brokers or banks. Thus the total amount of securities market credit, 
combining borrowing from both banks and brokers, tends to increase 

7™In terms of debits and credits to the respective accounts, the debit to the account of the purchaser 
squais the credit to the account of the seller, assuming no difference in commissions and taxes. 
(Actually, the purchaser’s account is debited for total cost and the seller’s account credited for net pro- 
ceeds.) When the purchase is made through the use of credit, all or part of the debit arising from the 
purchase is reflected in an increase in the debit balance in the purchaser’s account. When the sale is 
made to a credit purchaser by a cash account, the credit arising from the sale will be added to the credit 
balance in the seller’s account, and the increase in the debit balance in the purchaser’s account will be 
xdded to the total of customers’ debit balances. When a security is purchased in a cash account from a 
margin account, on the other hand, the debit balance in the seller’s account is reduced or eliminated by 
the credit to the account arising from the sale and total customers’ debit balances are decreased. 

In general, total credit in the securities market is increased by the part of the amount borrowed to 
make the purchase (the increase in the customer’s debit balance) which is added to the credit balance of 
the seller. Similarly, total credit in the market is reduced by the part of the decrease in the seller’s 
debit balance which is deducted from the purchaser’s credit balance. In other words, credit in use in 
the market is increased by the amount of the borrowed component in the payment by the purchaser 


which is received as cash by the seller, and reduced by the amount of cash paid by the purchaser which 
retires borrowing by the seller. 

As noted earlier, cash withdrawals and cash deposits involve debits and credits to customers’ accounts 
just as do security purchases and sales. As in the case of purchases and sales, the total of customers’ 
debit balances is increased or decreased insofar as there is a net flow of cash payments from or to margin 
accounts. Ordinarily cash withdrawals are associated with sales, while cash deposits are associated with 
purchases. 
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or decrease only when there is a net flow of payments between the 
combined borrowing accounts and the combined accounts of outright 
investors. 

Illustration of the market mechanism.—The operation of this process 
of offsets and net balances is suggested by the following speciat tabula 
tion of purchases and sales in nonmember (public) cash accounts and 
in margin accounts during 1944 of outstanding shares listed on the 
New York Stock Exe hange. 


TABLE 1.—Nonmember round-lot transactions during 1944! 


[In thousands 


Margin accounts Cash account Potal public acco 
Transactions 
Number of , Number of Number of 
Per ent Vercent re ‘ 
shares shares shares 
Purchases 109, 502 47.6 120, 429 52.4 220, 931 OM 
Sales 101, 073 44.0 128, 895 56. 0 229, O68 1 


Net balance +8, 429 8, 406 2? —37 


1 Purchases and sales in margin accounts by weeks from Dec. 12, 1942, to Mar. 9, 1946, were published 
in the Annual Report of the Securities and Exchange Commission for the Fiscal Year Ended June 30, 104¢ 
and the figures tabulated were taken from this and other SEC reports. The 1946 annual report stated 
“Certain qualifications regarding the completeness and accuracy of the data should be noted: The report 
ing firms in designating accounts as ‘cash’ or ‘margin’ did not in all cases agree as to the application of thes: 
terms. A check of a number of member firms revealed that in certain instances firms considered as cast 
accounts normal margin accounts which temporarily had free credit balances. Some accounts were reported 
as margin accounts merely because ‘loan agreements’ had been signed by the customers, although al! sub 
sequent transactions were fully paid. A tew cases were found in which stock had been bought ‘on margin 
paid for, and sold as a cash item. It was also noted that some margin accounts had been transferred to loar 
departments of banks so that items bought ‘on margin’ through a broker were later sold by the bank as 
‘cash transactions’.”’ 

These data are the only series on margin trading available over a continuous period of time. They 
appear to be consistent with the movement of customers’ debit balances over this period. For the presen 
purpose, their significance is not lessened by the fact that some transactions were erroneously classified 

2 Net purchases by member accounts. 


These figures indicate that, on balance for the year 1944 as a whok 
margin accounts purchased a net balance of 8,429,000 shares from 
cash accounts out of total purchase and sale transactions for the year 
of 460 million shares. Purchases and sales on the exchange by cus- 
tomers using bank credit presumably were included in cash trans- 
actions as reported by the New Y ork Stock Exchange. 

The close association between changes in stock market credit and 
net margin purchases of shares from (or net sales to) cash accounts 
is indicated by chart 4. This chart shows total customers’ debit 
balances and cumulative changes in public shareholdings in margin 
accounts and in cash accounts, by month from 1942 to early 1946 
During this period margin requirements under regulations T and lt 
of the Board of Governors of the Federal Reserve System were 40 
percent until February 1945, 50 percent from that date to July 1945 
and 75 percent from then to January 1946, when they were raised to 
100 percent. 

Chart 4 indicates that increases and decreases in customers’ debit 
balances in this period were related directly to increases and decreases 
in net share purchases and sales by margin customers. It also 
indicates that changes in shareholdings of. margin accounts were 
reflected generally in opposite changes in holdings of cash investors 
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Relation of credit extensions to the required margin.—-The amount of 


credit extended per share of stock purchased in existing margin 


accounts may be larger than the loan value permitted for initial 
transactions under regulations T and U. Initial purchases in margin 
accounts with a cash deposit of a minimum margin of 60 percent, as 
required by the regulations effective January 4, 1955, would create 
a debit balance equal to 40 percent of the purchase price. By using 
stock deposits for required margin, or by trading in already existing 
margin accounts on the excess margin or equity when stock prices 
are rising, the average debit balance per share of stock accumulated 
may increase to as much as 100 percent of the cost of the stock pur- 
chased.® 


RELATION OF MARGIN TRADING TO TOTAL STOCK TRADING AND STOCK 
PRICES 


Margin trading has accounted for between 40 and 50 percent of all 
public ‘(nonmember ) transactions when margin re quire ments were 50 
percent or lower. A very large amount of margin trading may 
occur without a large change in the total share holdings of margin 
accounts or a large change in the amount of customers debit balances. 

Surveys of margin trading.—The tabulation of ‘margin account’ 
transactions from December 1942 to March 1946 showed margin 
transactions consistently in this range of 40 to 50 percent of total 
public trading. In 1944, for example, when margin requirements 
were 40 percent, margin trading accounted for 45.8 percent of total 
public trading (including institutions). When prices were advancing 
most rapidly in this period, the ratio of margin purchases to total 
public purchases tended to increase. When prices were falling most 
rapidly, the ratio of margin sales to total public sales tended to 
increase. 

Spot surveys by the New York Stock Exchange during March 1953 
and March 1954 found that total margin transactions were 45.0 per- 
cent and 42.4 percent, respectively, of total transactions by public 
individuals (excluding institutions) on the survey dates. A similar 
survey of transactions on December 8 and 15, 1954, when the daily 
volume of wane ranged from 2.6 to 4.1 million shares, showed that 
52.5 percent of all public individual transactions was on margin. 

§ The amount that can be purchased on credit in a newly opened margin account under regulation T 
depends on whether the required margin deposit is in the form of cash or stock. At a 60 percent margin 
requirement, the customer can buy $100 of stock for each $60 deposited in cash; in this case, the debit balance 
generated is $40 for a stock purchase price of $100. If the deposit is made in the form of stock, the customer 
must deposit stock having a value of $150 for each $100 of stock purchased. In this case the customer's 
account is not credited for the deposit of stock as it is for the cash deposit, and a debit balance of $100 is 
created for the purchase of $100 worth of stock, The margin percentage remains the same in both cases 
because the customer after the purchase holds shares of stock worth a total of $250 against which he has an 
equity or margin of $150, or 60 percent, in the form of deposited stock. 

When an existing margin account has an excess margin (more than 60 percent in this example), perhaps 
resulting from a rise in prices of stocks held, the customer may use the excess margin as the basis for an 
additional credit purchase. If stocks worth $250 when originally acquired in the account (continuing the 
preceding example) had appreciated by 60 percent, or $150, the account would have an excess margin of $60 
and the customer could purchase another $100 worth of stock with a resulting further increase of $100 in his 
debit balance. After this transaction, the account would hold shares of stock worth $500 against which 
there was a debit balance of $200, leaving a margin of $300, or 60 percent. 

The general rule for a 60 percent margin requirement is that the customer may purchase two-thirds (or 
the ratio of 40 peicent loan value to 60 percent required margin) of a deposit in stock and 134 of a deposit in 
cash. The corresponding fractions for other levels of margin requirements may be obtained in the same 
way from the ratio of loan value to required margin, where the loan value is the difference between the 
margin.and 100. For. a 40 percent required margin, for example, the customer can purchase 14 times a 


deposit in stock and 2% times a dedosit in cash. 
® As shown by selected surveys, all of which are not strictly comparable. 
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Relation of margin trading to stock price movements.—While margin 
trading usually represents less than half of the total public trans- 
actions, it may exert an active influence on the level of stock prices 
when credit in the market is expanding or contracting. As we have 
said, an increase in customers’ debit balances usually reflects net 
purchases of securities by margin accounts from outright holders. 
Under these conditions, margin traders are demanding more shares 
than they are supplying and “cash traders or investors are supplying 
more than they are demanding. When stock market credit and 
securities prices are rising together, margin buying may be viewed as 
a bullish influence in the price rise. This is in contrast to the bearish 
influence of cash traders and investors who sell on balance as prices 
rise. 

When speculative traders buy stocks because of an anticipated rise 
in stock prices, the effects of such purchases in raising prices may, in 
turn, provide an incentive for further speculative buying in a self- 
generating process. Given such motivation, the use of credit offers 
the speculator the possibility of multiple profits from trading on his 
equity if prices rise. The rising prices, in turn, provide him with 
expanding purchasing power since they supply the margin needed for 
more credit purchases. While the use of credit is not essential to a 
rise in stock prices, it can supply the supplemental purchasing power 
that enables traders to exert an active influence in the rise. Moreover, 
the use of credit to a degree that it raises stock prices to unsustainable 
levels may contribute indirectly to the severity of a subsequent 
decline of stock prices. 

Speculative profits pyramided by trading on margin during periods 
of rising prices convert rapidly into losses in declining markets if the 
margin “trader fails to sell out at some point during the price rise. 
The danger of a forced liquidation in credit accounts with resulting 
disorderly effects on stock prices has been lessened, however, since the 
regulation of stock market credit was introduced in the mid-1930’s. 
Unlike the very low margin requirements imposed by brokers in the 
1920’s, regulations T and U of the Board of Governors of the Federal 
Reserve System do not require that holdings be liquidated if a fall in 
prices makes the account undermargined and the customer is unable to 
deposit additional margin. Under rules of the New York Stock 
Exchange, additional margin must be provided when margin accounts 
reach the 25-percent maintenance margin level. Otherwise holdings 
in such accounts are subject to forced sale. 

Chart 5 shows the movement of average stock prices, customers’ 
debit balances (brokers’ loans in earlier years), and trading activity 
on the New York Stock Exchange over an extended period. Though 
there were periods of contrary movements, it appears that the major 
increases or decreases in stock prices generally were accompanied by 
similar movements in customers’ debit balances. 

Margin requirements, stock market credit, and stock prices—The 
relation of the margin requirements (provided under regulations T 
and U of the Board of Governors of the Federal Reserve System) to 
customers’ debit balances and stock prices are shown in chart 6. 
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Regulation T, which applies in general to brokers and dealers in 
securities, became effective October 1, 1934, and regulation U, 
applying to banks, became effective May 1 , 1936, both under the 
authority of the Securities Exchange Act of 1984. A detailed discus- 
sion of the actions taken is given in the appendix to this chapter 
Table 2 summarizes the changes in margin requirements under these 
regulations since October 1934. 


TABLE 2.—Changes in margin requirements 
Increase 


Effective date of change 


Percent | Percent 
Oct. 1, 1934. 28 
(Adoption ‘of ‘statutory formula slidin g scale of 25 to 45 percent; 
averaging 28 percent at outset and 42 percent at end.) 
Feb. 1, 1936 
(Modificatic on of sliding scale: 25 to 55 percent, averaging 48 percent 
at outset and 50 percent at end.) 
Apr. 1, 1936. d 
(Adoption of uniform requireme nt.) 
Nov. By Been nnac< . dain dl rite 


July 5, 1945___- 
Jan. 21, 1946 


Chart 6 appears to show a relatively close relationship between 
margin requirements, customers’ debit balances, and the movement of 
stock prices during the post World War II period. 

The bull market from the beginning of 1945 to mid-1946 did not 
appear to be deterred by successive increases in margin requirements 
until the 100 percent level was reached. However, once the 100-per- 
cent requirement went into effect (January 21, 1946), customers’ debit 
balances immediately fell off. Stock prices continued to rise for a few 
months, but then dropped to mid-1945 levels. 

After the 1946 drop in stock prices, margin requirements were low- 
ered to 75 percent (February 1, 1947). Customers’ debit balances 
and stock prices remained stable during 1947 and 1948 as margin re- 
quirements stayed at the 75-percent lena Immediately after the 
requirements were lowered to 50 percent, however, debit balances rose 
markedly as did stock prices shortly thereafter. 

Again, stock prices and debit balances more or less leveled off when 
margins were boosted to 75 percent in January 1951. When margins 
were lowered to 50 percent in February 1953, debit balances rose im- 
mediately and the most recent bull market began 7 months later, 
September of that year. 

The sharpness of the rise in stock prices and debit balances was 
temporarily abated when margins were raised from 50 to 60 percent in 
January 1955. 

The seemingly close relationships between margin requirements 
stock prices, and customers’ debit balances must, of course, be viewed 
in the light of other factors affecting the stock market. However, 
changes in margin requirements would appeer to play a significant role. 
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In exercising its responsibilities for the regulation of margin 
requirements, the Board of Governors is directed by the Securities 
Exchange Act of 1934 to regulate security credit “for the purpose of 
preventing the excessive use of credit for the purchase or carrying of 
securities’’ and with consideration of ‘“‘the accommodation of commerce e 
and industry, having due regard to the credit situation of the country.’ 
in general, the Board’s practice with respect to changes in the level 
of margin requirements has been to consider all criteria relevant to the 
statutory direction. These include not only stock prices, trading ac- 
tivity, and stock market credit, but also general business and credit 
conditions. 


HISTORICAL ROLE OF SECURITIES MARKET CREDIT 


The use of securities market credit is necessarily a factor in the 
(otal supply and demand for credit in the economy as a whole. Much 
of the credit in use in the market is supplied directly or indirectly by 
the commercial banking system and such credit, therefore, is a factor 
in fluctuations in the money supply, i. e., publicly held demand 
deposits and currency. 

Before the establishment of the Federal Reserve System, the rela- 
tionship between securities market credit and bank credit was an unu- 
sually clase and often critical one. A large portion of the reserve 
balances of banks throughout the country were held on deposit with 
New York and other large city banks, and these deposits supplied 
the New York banks temporarily with a large volume of reserves. 
The banks utilized these deposits in expanding their loans in the call 
money market (the principal market for security credit). The supply 
of these funds was subject to wide variations. When surplus funds 
of banks went into call loans, they stimulated trading in the stock 
market, raised stock prices, and stimulated general economic activity. 
The Withdrawal of funds, on the other hand, frequently led to severe 
declines in the stock market, to serious bank credit liquidation, and 
sometimes to widespread money panics. Thus, the cause-and-effect 
relationship worked in both directions, and there was an extremely 
close relationship between stock market activity, money market con- 
ditions, and credit developments for commerce and industry. 

One of the purposes of establishing the Federal Reserve System 
was to divorce the reserves of the banking system from securities 
market activity and to lessen the influence of speculation in stock 
prices upon bank credit. This objective was not fully accomplished, 
however, because the call money market continued to attract large 
amounts of liquid funds from banks and others. In the twenties 
stock market loans made by banks and by nonbank lenders rose to 
new high levels. This credit and the speculative activity it financed 
gave a strong stimulus to economic activity that in many instances 
was of a fleeting and unsound character.” 

At the 1929 peak, the bulk of brokers’ loans was obtained by brokers 
from nonbank sources. At that time the call money market, in 
which these funds were offered and borrowed, was the most active 
and sensitive of all the money markets of the country. Demand 


This paragraph and the one preceding were adapted from the reply of the Chairman of the Board of 
Governors of the Federal Reserve System to the Subcommittee of the Joint Committee on the Economie 
Report on General Credit Control and Debt Management, dated January 29, 1952 (Joint Committee Print 
pt. T, np. 405). 
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loans placed in this market provided a principal outlet for temporary 
surplus funds and a principal secondary asset of banks. From 1922 
to 1927 a large demand for credit in the stock market provided a 
liquid and profitable use for such funds, mostly supplied by banks. 

ith the expansion of margin credit in 1928 and 1929, when specu- 
lative enthusiasm was high and margin credit was available on margins 
as low as 10 percent, corporations, foreign banking agencies, other 
brokers, and individuals with idle funds became the main sources of 
securities market funds. An important source at that time appears 
to have been loans by corporations from the proceeds of securities 
sold to margin traders, a self-generating process. The average 
monthly interest rate on new call loans rose from 6.10 percent in 1928 
to 9.80 percent in March 1929. The availability of a huge supply of 
credit, much of it outside the control of the banking system, un- 
doubtedly was a primary factor in the boom and collapse of stock 
prices and security market activity in this period. 

Since 1929, substantial changes have taken place in the mechanism 
of securities market credit and in the relation of this credit to the 
money market. With respect to stock market credit, the call money 
market, in its highly organized, institutional form of the twenties, 
has disappeared and the influence of stock market activity in money 
market and bank credit conditions has been reduced. Today, rather 
than being placed through the mechanism of an impersonal, open 
market, call money desk, bank loans to brokers and dealers are gen- 
erally made on the basis of established customer relationships in 
wean borrowers are required to maintain checking accounts with the 

ank. 

At the end of 1954, there was a total of $2.4 billion of customers’ 
debit balances. This figure contrasts with a peak of $8.5 billion in 
brokers’ loans in October 1929 which appeared to reflect mainly 
customers’ debit balances at that time. Of this amount, about $6.5 
billion represented loans to brokers by nonbank lenders. In addition, 
there was an unknown amount of credit available to brokers from 
customers’ free credit balances. Total member bank loans on securi- 
ties early in 1955 were estimated at about $7.2 billion (including 
about $3 billion nonpurpose loans) or about 12 percent of total 
member bank loans and 5 percent of total loans and investments of 
member banks. This compares with $10 billion loans on securities 
(including purpose loans to customers, loans to brokers, and non- 
purpose loans collateralled with securities) at the peak in October 
1929, equivalent to 38 percent of member bank loans and 28 percent 
of their combined loans and investments. 


GENERAL AVAILABILITY OF CREDIT AND THE STOCK MARKET 


Stock prices are not only affected by the amount of credit in the 
stock market, but also by the general availability and cost of credit. 
The influences of general credit manifests itself in four principal ways: 

1. The total amount of credit influences the funds available 
for buying stocks. 

2. The total amount of credit can have inflationary, stabilizing, 
or deflationary effects. During a period of comparatively full 
employment, excessive credit cannot be put to work utilizing 
large numbers of unemployed workers and idle plant capacity, 


59030—55——.5 
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thus increasing total production. Instead, the excessive credit 
will merely bid up the price on the existing supply of goods and 
services. 

When credit is scarce during periods of relatively high unem- 
ployment and idle plant capacity, it is difficult to achieve in- 
creases in production and consumption which would put these 
resources to work. 

Buying stocks frequently acts as a hedge against inflation 
because corporate earnings are supported by increasing values of 
existing inventory and other assets, and by lags in some cost 
items such as interest. The stable income of bonds makes them 
a hedge against deflation when corporate earnings will tend to 
decrease. Thus the degree to which inflation or deflation is in 
process, or is expected, will influence the decisions of investors 
as to which type of securities to purchase. 

3. Credit policies can raise or lower bond yields which will be 
taken into account by investors on whether to buy stocks or bonds. 
Easy credit policies tend to keep interest rates low, causing a 
general preference for stocks. On the other hand, tight credit 
policies will increase interest rates making bonds more valuable 
compared with stocks as an investment. 

4. Credit policies can affect capital values, including stocks, by 
affecting the rate at which future earnings from such assets are 
capitalized. 


CREDIT TOOLS OF THE FEDERAL RESERVE SYSTEM 


The Federal Reserve System influences the general availability of 
credit through the reserve positions of its some 6,000 member banks. 
Briefly, a dollar of bank reserves tends to make available a greater 
number of additional credit dollars in the total banking system. 
Thus, there is a multiple expansion of credit possible, up to a maxi- 
mum of about six times the change in the volume of bank reserves 
under present regulations. 

The volume of credit is affected by actions taken by the Board of 
Governors of the Federal Reserve System and by the Reserve banks 
in the following three areas: 

1. Discount operations. 
2. Open-market operations, and 
3. Changes in reserve requirements. 

Discount operations—A bank which is a member of the Federal 
Reserve System may obtain additional reserves by borrowing from a 
Federal Reserve bank. In doing so it may rediscount its customers’ 
notes with a Reserve bank or give its own note using paper from its 
own holdings, usually Government securities, as collateral. The 
Reserve bank gives the member bank credit in its reserve account 
thereby increasing the banks reserve deposit held at the Federal 
Reserve bank. 

The Federal Reserve policies with respect to member bank borrow- 
ing are reflected in the degree to which the Board grants or discourages 
such loans, but the policies are also expressed in the rates charged for 
discounts or advances. A reduction in the discount rate tends to 
facilitate credit expansion, an increase tends to be restrictive. 

Open-market operations —Open-market operations of the Federal 
Reserve proceed, on the initiative of the Federal Reserve, in buying 
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or selling securities in the open market in a manner calculated to 
keep the flow of credit orderly. In these operations the principal 
kind of paper which the Federal Reserve is authorized to buy or sell 
are obligations of the United States Government. The effects of 
these operations may be described as follows: 

If the Federal Reserve decides to buy, say, $25 million of 
Government securities, it places an order with a dealer in such 
securities and he buys the securities in the open market, or sells 
the securities from his own portfolio. In payment, the dealer 
receives a Federal Reserve bank check. The dealer deposits 
the check with a member bank, which in turn deposits it in its 
reserve account with a Federal Reserve bank. The dealer then 
draws checks on these funds to pay the seller of the securities 
or to retire loans which he had contracted in order to carry the 
securities in his portfolio. The result is that the Reserve bank 
has added $25 million to its holdings of the United States Gov- 
ernment securities, and the same amount has been added to the 
reserve accounts of some member banks." 

The example cited above indicates how reserve accounts can be 
increased by open-market operations thus tending to increase the 
total supply of available credit. A sale of Government securities 
by the Federal Reserve tends to restrict credit as the dealer pays for 
them by drawing a check on some member bank in favor of a Federal 
Reserve bank, and the Federal Reserve deducts the amount on deposit 
of this bank. 

Changes in reserve requirements.—Legislation enacted in 1933 and 
in 1935 gave the Federal Reserve authority to change reserve require- 
ments, within limits, for its member banks. Increasing reserve re- 
quirements tends to restrict credit while lowering reserve requirements 
tends to expand credit. 

These, then, are the main methods employed by the Federal Re- 
serve to regulate the availability of credit. In exercising these powers, 
of course, the Federal Reserve System must take into account the 
overall credit needs of the Nation with a view to providing economic 
stability and foster orderly growth of overall productive capacity. 


FEDERAL RESERVE POLICIES 


If general credit policies were to be considered only as they affect 
the stock market, Federal Reserve actions would be fairly simple to 
determine. Credit could be tightened if the market prices indicated 
a tendency toward a degree of lulldkoess out of proportion to under- 
lying values, and eased if bearishness appeared to be developing to 
an unusual degree. 

Unfortunately, the total business and credit situation in the country 
may not call for credit restraints when the stock market does, or 
vice versa. 

It is not our purpose here to discuss the merits of tight versus easy 
credit, but it seems clear that Federal Reservé decisions must take in- 
to account the effect of its policies over all segments of the national 
economy.” 





11 Federal Reserve Board, the Federal Reserve System; Purposes and Functions (Washington, D. C., 
1954), pp. 38-39. 

12 Federal Reserve credit policies followed in recent years was set forth in the reply of the Chairman of 
the Board of Governors of the Federal Reserve System to questions submitted by the Sutcommittee on 
Economic Stabilization of the Joint Committee on the Economic Report in connection with suboommittee 
hearings on December 6 and 7, 1954. 
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APPENDIX 


FEDERAL RESERVE BOARD ACTIONS ON MARGIN REQUIREMENTS 


October 1, 1934, established the statutory formula 


The Securities Exchange Act of 1934 authorized and directed the Board of 
Governors of the Federal Reserve System to regulate security loans in the following 
“mandate”’: F 

“For the purpose of preventing the excessive use of credit for the purchase or 
carrying of securities, the Federal Reserve Board shall, prior to the effective date 
of this section, and from time to time thereafter, prescribe rules and regulations 
with respect to the amount of credit that may be initially extended and subse- 
quently maintained on any security (other than an exempted security) registered 
on a national securities exchange.”’ . 

The act also provided a statutory formula as a standard upon which the Board’s 
rules should be “based” but not a standard that the Board must adopt. (The 
statutory formula is described below.) In addition, the act provided that 
“notwithstanding” the provisions relating to the formula the Board should 
have authority to raise or lower the requirements. The essential language reads 
as follows: ‘ 

“The Federal Reserve Board, may, from time to time, * * * (1) prescribe 
such lower margin requirements * * * as it deems necessary or appropriate for 
the accommodation of commerce and industry, having due regard to the general 
credit situation of the country, and (2) prescribe such higher margin requirements 
* * * as it may deem necessary or appropriate to prevent the excessive use of 
credit to finance transactions in securities.’’ 

The statutory formula, which the Board decided to adopt in the initial form of 
regulation T, provided in general that an extension of credit on a given security 
must not be greater than whichever is the higher of: 

{1) 55 percent of the current market price of the security, or 
(2) 100 percent of the lowest price of the security since July 1, 1933, but 
not more than 75 percent of the current market price. 

This meant that margin requirements for some securities would be as low as 
25 percent and for others more than that ranging as high as 45 percent but no 
higher. A survey as of July 31, 1934, showed that on an average basis the 
Board’s original margin requirements would be about 28 percent compared with 
an average ‘“‘sell-out margin” of about 25 percent under rules of the New York 
Stock Exchange. 

The 1935 Annual Report of the Board of Governors explains the operation of 
the statutory formula in part as follows: 

‘‘The theory on which the statutory margin formula was based was to provide 
for a constant increase of restraining influence as the prices of stocks advanced 
from their lows * * * 

“One effect of this formula was that, during the rise of the price of a security 
from 133 to 182 percent of the low price, no additional amount could be borrowed 
on the security, and consequently the profits arising out of the rise could not be 
withdrawn or used as margin for additional borrowing. In other words profits 
could not be pyramided, and the stretch of value between 133 and 182 percent 
of the low price of a stock came to be known as the ‘antipyramiding zone.’ When 
a rise in the price of a stock carried it above 182 percent of its low, however, each 
additional advance of $1 enabled the borrower to withdraw 55 cents of his profits 
or to use that amount as margin for additional borrowing.” 


February 1, 1936, statutory formula made more restrictive 


On January 24, 1936, the Board modified the statutory formula, effective Feb- 
ruary 1, 1936, to raise the upper limit of the margin formula to 55 percent, from 
the 45 percent upper limit formerly in effect. 

The change in the requirement had the effect of increasing the amount of 
Margin required on about three-fifths of the active stocks from 45 percent to 55 
percent. It also had the effect of raising the upper limit of the “‘antipyramiding 
zone’’ to an extent which restored stocks (representing about 15 percent of the 
trading) to that zone, but did not increase margin requirements on securities 
which had risen by less than 82 percent of their officiallows. The average margin 
requirement was raised by this action from about 42 percent of current market 
value (to which it had increased under the statutory formula) to about 48 percent. 

As stated in the 1935 annual report of the Board, this action “‘had the effect 
of raising from 182 to 222 percent of the low prices the level to which the price 
must have advanced before pyramiding of profits becomes possible, because not 
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until the price rises above 222 percent is 45 percent of the market price more than 
100 percent of the low price.” 

Considerations in connection with the February 1, 1936, action were described 
in the 1936 annual report as follows (with additional paragraphing): 

“The volume of credit extended to customers by member firms of the New 
York Stock Exchange who carry margin accounts, which began to increase about 
the middle of 1935, had increased since that time by about $213 million, or 
approximately 20 percent. The borrowings of these firms at banks had increased 
by about $150 million, and the bank loans on securities to borrowers other than 
brokers, after declining to September 1935, had subsequenty shown a slight 
increase. These increases in brokers’ borrowings from banks and of customers’ 
borrowings from brokers had lasted for several months and had continued until 
this date, and it appeared that, on the basis of past experience, a further advance 
in securities prices would be likely to be accompanied by a further growth in the 
use of credit in the stock market. 

“The advance in stock prices, which began in March 1935 and continued until 
the middle of November, had been resumed during recent weeks and during the 
last few days stock prices had risen to a new high level distinctly above that reached 
in November and above the level of 1926, and at the same time the volume of 
trading had increased again to about 3 million shares per day. 

“While the existing amount of borrowing was low as compared with some past 
years and much of the current trading was on a cash basis, the amount of borrowing 
was at about the level from which the great increase that accompanied the stock- 
market boom of the 1920’s commenced, and it was believed that the restraining 
influence of any increase in margin requirements, in order to be effective in fore- 
stalling an excessive growth in the use of credit for the purpose of purchasing or 
carrying securities by means of increased borrowing of brokers’ customers and to 
some extent of brokers themselves, should be applied before an unhealthy develop- 
ment of credit in the stock market gets underway. 

“In addition, there continued to exist a large volume of excess reserves of mem- 
ber banks, amounting to over $3 billion, which might be drawn upon in part to 
finance operations in the securities markets.” 


April 1, 1936, uniform margin established at 55 percent 


On March 24, 1936, the Board tightened margin requirements by providing a 
uniform requirement in regulation T of 55 percent of market value, effective 
April 1, 1936. By this action the statutory formula was dropped. The action 
represented an increase in requirements, on an average basis, of about 5 percentage 
ae pe since average margin requirements under the modified statutory formula 

ad risen to about 50 percent. It was noted in the Board’s press statement that 
the 55-percent margin was the same as that applicable to “‘three-fourths of the 
trading on the exchanges” at the time. 

The same flat percentage margin requirement was at this time also applied to 
banks with the issuance of regulation U (regulation T applies only to brokers) to 
be effective May 1, 1936, as explained in the annual report: 

“The Board adopted in the regulations a margin formula based on a percent- 
age of the current market value for the reason that such a formula is the simplest, 
most easily understood, and the most commonly used by banks in determining 
margin requirements on security loans. 

“The statutory formula, stated as a standard but not prescribed in the Secu- 
rities Exchange Act of 1934, would be burdensome for most banks since few banks 
have a large volume of security loans and most of them are not under the necessity 
of being familiar with market quotations or the details of the securities loan busi- 
ness, and a flat percentage of market value, therefore, would be better adapted 
to the existing banking situation. 

“The statutory formula had been found by experience to be involved and diffi- 
cult to understand, both in respect to its provisions and in respect to its purposes. 

“Furthermore, it was agreed that in regulation U a loan value should be given 
to unregistered stocks. The use of the statutory formula as a basis for fixing the 
loan value of an unregistered stock would be impracticable as would any other 
formula based in whole or in part on the lowest value of an unregistered stock dur- 
ing an antecedent period, and it would be undesirable to have the loan value of 
unregistered stocks fixed on a different basis from that of registered stocks. 

“It was also agreed that the only alternative to a formula based on current 
market value was the statutory formula or a variant thereof; that the principal 
purpose underlying the statutory formula when the Securities Exchange Act of 
1934 was passed had been largely accomplished in that margin requirements, 
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which were very low when the formula first became effective had increased auto- 
matically under the formula to a much higher average level; and that a margin 
requirement based on a flat percentage of the current market price, if the margin 
requirement were sufficiently high, could be justified in existing cireumstances on 
the ground that a large majority of stocks listed on national securities exchanges 
had increased to a point where they were no longer subject to the antipyramiding 
restrictions contained in the stetutory formula.” 

The Securities Exchange Act of 1934, in authorizing the Board to regulate 
security loans by banks, provides that such regulations can apply only to loans 
for the purpose of purchasing or carrying securities registered on national securi- 
ties exchanges, that is, they cannot apply to loans for the purpose of purchasing 
or carrying unregistered securities. Such regulations can apply, however, to 
bank loans on unregistered stocks which are for the purpose of purchasing or 
carrying registered stocks. The Board decided to provide the same margin 
requirements for an unregistered stock serving as collateral for a loan to pur- 
chase or carry a rezistered stock as for a registered stock serving as such collateral. 
As indicated in the annual-report reference cited above, that decision was one 
of the factors which led the Board, in connection with the issuance of regulation 
U, to replace the statutory formula with a flat percentage margin requirement. 
November 1, 1937, margin requirements decreased to 40 percent 

In connection with the decrease in margins, the annual report stated (with 
some reparagraphing) : 

“It was apparent that the progress of economic recovery was suffering an 
interruption. 

“Security offerings in the third quarter of 1937 were the smallest since the 
revival of activity in the capital markets in the early part of 1935. The total 
of corporate offerings was about $400 million as compared with $760 million in 
the preceding quarter and $970 million in the first quarter of the year. 

“Prices of both securities and commodities had declined sharply. 

“Productive activity following a year of output at the highest levels since 
1929 declined in September and October to about the level of a year ago. The 
construction industry had experienced a disappointing year. 

“Since September 1 there had been a decline in the loans of reporting member 
banks to brokers and dealers of $440 million, the largest decline since 1931, and 
such loans had reached the lowest level in 2 years. Credit extended by brokers 
to their customers had declined over 20 percent, from $1,560 million in April to 
$1,200 million, a point approximately $100 million below the level at the time the 
present margin requirements were established when, contrary to the present 
trend, brokers’ loans were increasing.”’ 


February 5, 1945, margins increased to 50 percent 

The grounds for the increase made on February 2, 1945, effective February 5, 
were stated in the Board’s annual report as follows: 

“That the history of the Securities Exchange Act of 1934 shows that action by 
the Board on margin requirements should take into account the amount of credit 
outstanding and also the level of stock prices, the general business situation and 
related factors; 

“That the general level of stock-market prices during recent weeks had been 
rising to a succession of new 7-year highs, the volume of trading being above 
normal; 

“That the volume of stock-market credit (as measured by customers’ debit 
balances) had been increasing and was for the first time above any level since the 
beginning of 1938; 

“That the proportion of margin trading by the public commonly rises in sharp 
advances in the market, and that along with the increase in the proportion of such 
trading there had been an increase also in the number of shares being carried in 
margin accounts.” 


July 5, 1945, margins increased to 75 percent 


The annual report stated: 

“In deciding to increase the margin requirements to the 75-percent level and 
to make the related changes included in these amendments, the Board considered 
that the continued upward trend and increased activity in the securities markets 
justified the action for the purpose of preventing the excessive use of credit for 
purchasing or carrying securities. 

“Tn addition, account was taken of the fact that the amount of credit used for 
these purposes, after decreasing in March, had increased again thereafter by a 
substantial amount. 
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“‘All of these considerations were deemed by the Board to have special weight 
by reason of the existence of an unprecedented and growing volume of purchasing 
ower in the hands of individuals and corporations, as a result of war and war 
nancing, at a time when there was an acute shortage of goods, and the consequent 
danger of general inflation.’ 

In connection with the increase in margin requirements to 75 percent effective 
July 5, 1945, the Board (effective July 16, 1945) tightened the ruie applying to 
withdrawals from margin accounts. The tighter rule required that all proceeds 
of sales in undermargined accounts must be applied to reducing the debit balance 
of the account to the extent necessary to bring the margin up to standard. This 
rule (the “incidental squeeze’’), together with the higher level of margin require- 
ments, was an important factor in reducing the amount of stock market credit 
outstanding from mid-1945 through 1946. 


January 21, 1946, margins increased to 100 percent 


Statements on this action in the annual report included the following: 

“During the period of reconversion from a wartime to a peacetime economy, the 
country was being exposed to powerful inflationary pressures. They arose from 
the accumulated demands for many types of civilian goods, the temporary shortage 
of such goods, and the unprecedented volume of liquid assets in the hands of 
individuals and corporations. 

“Following the end of hostilities this period had also been characterized by 
public pressure for premature removal of governmental wartime controls, with the 
consequent effect of promoting speculative activity. 

“Restriction of the use of credit in the securities market would tend to dis- 
courage speculative activity which was both a characteristic and a feeder of 
inflation. In these circumstances, any expansion in the use of credit for the 

urpose of buying or trading in registered securities was, in the judgment of the 
3oard, an excessive use of credit and consequently should be prevented under the 
legislative mandate to the Board. 

‘While the Board recognized that action in this field could have only a limited 
effect in combating general inflation, it believed that this action was not only in 
accordance with its legal obligations, but would help, though to a necessarily 
limited extent, to protect the national economy from the dangers of inflation.”’ 


February 1, 1947, margins decreased to 75 percent 


Reasons for this action stated in the annual report were: 

“In the intervening year [since the Board had increased margin requirements 
to 100 percent] economic conditions and prospects had altered somewhat. The 
supply of money was reduced during the year as a result of a substantial decrease 
of the Government aebt held by the banking system, and this had had a salutary 
effect. 

“In contrast with the behavior of most prices, stock prices, which had risen 
sharply for several months prior to January 1946 and continued to rise somewhat 
further after that time, subsequently declined materially. The level at the be- 
ginning of 1947 was about the same as that existing when margin requirements 
were increased to 75 percent. 

‘‘At the same time, the volume of credit in the stock market had been sub- 
stantially reduced until that used for carrying listed securities was at about the 
lowest level in the last 30 years.” 

On March 5, 1948, effective April 1, 1948, the Board relaxed the withdrawal 
rule (the ‘“‘incidental squeeze’) to permit customers to make substitutions on 
the same day in undermargined accounts in cases where there was no increase 
in the total holdings or total credit. 


March 30, 1949, margins decreased to 50 percent 


The action was explained in the annual report as follows: 

“This action was taken in the light of changes in business and credit conditions 
in recent months. There were increasing evidences that inflationary pressures 
were subsiding and that a readjustment from a highly inflationary situation was 
taking place. It was the view of the Board that, in these conditions, the time 
had arrived when action to reduce margin requirements should be taken.” 

On April 19, 1949, effective May 1, 1949, the Board entirely eliminated the 
“ineidental squeeze” by restoring the withdrawal rule that had been in effect 
from 1938 to 1945, which allowed a customer, upon the sale of a security, to 
withdraw the margin required for the purchase of the security. 











64 FACTORS AFFECTING THE STOCK MARKET 


January 17, 1951, margins increased to 75 percent 

The annual report stated: 

“Although the total amount of credit in use in the stock market had not as- 
sumed heavy proportions, there had been some increase during the preceding 
several months, together with increases in the volume of trading and in prices 
of securities. The expanding business and economic situation appeared to be 
encouraging stock market activity and speculation, and the Board of Governors 
believed that in the existing circumstances a further substantial price advance 
supported by a rapid expansion of stock market credit was a distinct possibility. 
The increase in margin requirements was effected as a preventive measure and as 
a supplement to the steps previously taken in the credit and monetary area to 
lessen inflationary pressures.” 


February 20, 1958, margins reduced to 50 percent 


Concerning this action, the Board’s annual report for 1953 reads as follows: 

“The margin requirements had been increased from 50 percent to 75 percent 
in January 1951 as a preventive measure and as a supplement to the steps pre- 
viously taken in the credit and monetary area to lessen inflationary pressures. 
By February 1953 inflationary pressures had moderated and, with the margin 
requirements fixed at 75 percent, there had been no substantial increase in the 
total amount of credit in use in the stock market. Accordingly, the Board 
concluded that margin requirements of 50 percent would be adequate to prevent 
the excessive use of credit for the purchasing and carrying of securities and that 
a reduction to that level would be in harmony with the System’s overall credit 
and monetary policy under current conditions,” 


January 4, 1955, margins increased to 60 percent 
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CHAPTER IV—TAX POLICIES AND THE STOCK MARKET 
GENERAL Impact oF TAXES 


Federal tax policies may affect the stock market directly through 
their impact on the character of buying or selling activities of investors 
and corporate issuers, and somewhat i directly through their effect 
on personal and corporate income. 

he principal elements of the Federal tax system which have a 
bearing on the stock market are the corporate income and excess 
profits taxes, individual income taxes, and the special tax treatment 
accorded capital gains and losses. The specific features of these 
taxes, such as those dealing with capital recovery allowances, corporate 
reorganizations and dividends, affect the type of financing which 
corporate enterprises seek and the demand of investors for various 
types of corporate securities. 

The corporate income tax may produce opposing tendencies in 
stock prices. On the one hand, it may restrict the offerings of new 
equities, which would tend to drive up the prices of existing issues. 
On the other hand, it may curtail the demand for new and existing 
issues by reducing earnings and prospective dividends. Since the 
excess-profits tax may be regarded as a “super income tax,” its expira- 
tion on December 31, 1953, presumably had a significant effect on 
the stock prices of excess profits taxpaying companies. 

Opposing tendencies may also be observed in the impact of the 
individual income tax on the stock market. On the one hand, an 
increase in the level of individual rates decreases disposable income, 
tending to reduce the amount of personal savings available for invest- 
ment. Moreover, it serves also to reduce the aftertax yield from any 
given volume of dividend payments, thereby reducing the differential 
between equities and tax-exempt securities. On the other hand, it 
may give added impetus to appreciation-minded investors to divert 
their investments toward common stocks with growth prospects in 
order to take advantage of the preferential taxation of capital gains. 

The tax treatment of capital gains and losses may affect both the 
availability of equity securities and offers for their purchase. It is 
frequently asserted that the present treatment of gains serves to lock 
investors into holdings of equities with substantial accrued gains, 
thereby limiting the supply of such securities offered in the market 
and forcing their prices up. It is also contended that the allowance 
of capital losses is inadequate, causing a disproportionate share of 


‘the total market demand to be focused on prime issues and leaving 


a thin market for unseasoned securities. 


CorporRATION INcome TAXES 


Corporation income taxes affect the level of stock prices through 
their influence both on the type of new financing which corporations 
undertake and on the market demand for various types of corporate 
securities. 
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Corporations obtain the financial resources they require from in- 
ternal sources, i. e., their retained earnings and capital recovery allow- 
ances, and from the sale of ownership shares and debt issues. The 
corporation income tax imposes differential costs with respect to each 
of these types of financing, and may, therefore, have a significant 
effect on the volume of stocks in the market at any time. 

In general, an increase in the corporate income-tax rate depresses 
the volume of earnings left after tax liabilities have been met. This 
curtails the amount of dividend distribution which may be made 
or the amount of retained earnings available to meet the company’s 
requirements. Table 1 shows that in recent years aggregate dividend 
distributions have been relatively stable in amount, while the principal 
response to changes in income after tax is to be found in retained 
earnings. 


TaBLE 1.—Corporate profits after tax, retained earnings, and dividend distributions, 
selected years, 1944-54 


| Corporate | Corporate 








> Retained =< , | Retained | 
Year eromee,. Ve Dividends Year | profits | ; | Dividends 
| after tax | C@rmings | | after tax | °@rmines 
Billions | Billions | Billions | | Billions | Billions | Billions 
nthe eisai | $10. 4 | $5. 7 | $4.7 || 1951_. -| $18. 7 | $9. 6 $9. 1 
ee 13. 4 | 7.7 | 5.8 || 1082... 2. 17.2 | 8.1 | 9.1 
Eiihem aires } 20.3 13. ( ot dl. Bee epemoceodn | 18.3 | 8.9 9.4 
SEE ocnnek. 15.8 8.3 | 7.5 || 1954_. ot 17.8 | 8.0 | 9.9 
PN sks 22.1 | 12.9 | 9. 2 | 
' ' 


| 


Source: Council of Economic Advisers, Economic Indicators, February 1955, p. 22. 


An increase in the corporate income tax is more likely to reduce 
retained earnings than to curtail dividends. The result is a somewhat 
greater reliance on external financing. This effect may be offset to a 
considerable extent by specific provisions in the tax law relating to 
capital-recovery allowances and other deductible expenses. Accel- 
erated amortization and the recent liberalization of depreciation 
allowances, for example, serve to augment after-tax funds available 
in direct relationship to the need of the corporation for additional 
internal financial resources. 

In turning to external sources the corporation may be induced to 
employ debt financing rather than equity financing. In the first 
place, it is frequently argued that since an increase in the tax rate 
signals a decrease in earnings per share, it tends to lower the market 
value of a company’s stock and may reduce its market value below 
book value. This serves to discourage new equity financing because of 
the resulting dilution of the existing owners’ interests.! This situation 
might result in fewer common-stock offerings, and therefore a more 
restricted supply of shares available to meet expanding investor 
demand. On the other hand, such dilution could be minimized by 
the sale of stock to the shareholders themselves through the use of 
preemptive rights, a procedure which was employed by the General 
Motors Corporation in its recent gigantic common stock issue. 

It is also contended that the structure of the Federal income tax 
tends to encourage the use of borrowed funds rather than equity 
capital because interest payments are allowed as a deduction in 
computing taxable income, whereas dividends on stock are payable 


1 For a thorough exposition of this point of view see D. T. Smith, Effects of Taxation on Corporate 
Financial Policy (Boston, 1952). 
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out of earnings after tax. This differential tax cost of the two basic 
alternative means of external financing may represent a significant 
consideration in management decisions, particularly where it is 
intended to issue either preferred stock or bonds. On the other 
hand, this differential is probably of minor significance where it is 
intended to finance a new stock issue by the use of ‘‘rights’’ to existing 
shareholders, 

The Internal Revenue Code of 1954 provides that individual divi- 
dend recipients may exclude up to $50 of their dividends from their 
taxable incomes and may claim a tax credit equal to 4 percent of 
dividends in excess of those excluded. These provisions may be 
regarded as an attempt to offset in part tax deterrents to equity 
financing. In the words of Under Secretary of the Treasury Folsom, 

Double taxation of dividends . . . also encourages corporations to finance 
themselves by bonded indebtedness, because interest can be deducted for tax 
purposes.? 

The combined exclusion and credit serves to increase the after-tax 
vield from a given dividend payment to the individual investor. To 
the extent that this increase in yield is capitalized in higher market 
values, the danger of dilution from new stock issues is reduced. 

Tax considerations, however important, are only one of many con- 
siderations determining the corporation capital structure. Probably 
the greatest single factor influencing the use of bonds is the market 
for the supply of capital funds. It is dominated by institutional 
investors such as commercial banks, savings banks, insurance com- 
panies and trusts which are generally restricted by legal requirements 
to high-grade bonds, although in recent years there has been some 
relaxation of these requirements permitting limited purchases of cor- 
poration stock. Lower interest rates during the last two decades 
have also provided another powerful stimulus to the use of borrowed 
funds. 

Table 2, showing the proportion of new capital issues represented 
by stocks since 1920, indicates that recent trends are more or less in 
line with those of the 1920’s when tax rates were appreciably lower. 


TABLE 2.— Relation of stock issues to total corporate securities offered for cash 





| 





m Percent Percent 
Year Total bonds stock issues) stock issues Year Total bonds stock issues stock issues 
and stocks | to total | and stocks to total 
Million Million | Million Million 

ee +s | $1,071 | 36. 1 ities mnie 2,155 $ill 5. 2 
Sliiicdinde weed 279 11.7 1939. 2, 164 IS4 &.5 
1922... 624 20.3 1940. 2, 677 291 10.9 
1923 _. 736 22.8 || 1941. 2, 667 277 10.4 
1924... 866 22.6 1942 1, 062 146 13.7 
1925... 1, 209 27.5 1943. 1,170 180 15.4 
1926... 1, 262 24.1 1944. 3, 202 533 16.6 
1927... 1, 684 23. 6 1945. 6,011 1, 156 19. 2 
1928... 2, 937 41.8) 1946. 6, 900 2,018 29. 2 
1929... 4,825 | 61.8 |, 1947. 6, 577 1, 541 23.4 
1930_. 1, 455 27.8 || 1948. 7,078 1, 105 15. 6 
1931... 339 | 13.1 || 1949... 6, 05: 1, 161 19.2 
1932. 23 3.6 || 1950... 6, 361 1, 441 22. 7 
cae en 152 39.9 1951... 7,741 2, 051 26. 5 
Pb socen 26 6.5 1952... 9, 534 1, 933 20.3 
1935.... _ 2, 332 | 107 | 4.6 1953... &, 898 1,815 20.4 
1936. i 4,572 543 11.9 1954... 9, 563 2,018 21.1 
GS) wick 2,310 | 601 | 29.9 


i} 


1 Excluding issues of investment trust, trading and holding companies. 
Source: 1921-33, Commercial and Financial Chronicle; 1934-54, Securities and Exchange Commission. 


2 Address before American Management Association, August 19, 1954. 
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From the preceding discussion, it is evident that changes in the 
corporate income-tax produce opposing tendencies in stock prices. 
On the one hand, an increase in the tax tends to limit the offering of 
new shares; this restriction of the supply of equities, naneaneidiy 
should result in an increase in market prices. On the other bed, 
an increase in the tax also tends to diminish demand for equities, 
imposing downward pressures on their market values. Developments 
in corporate financing since the end of World War II do not evidence 
any dominant tendency in either respect. 

Table 3 shows that changes in the relative use of alternative sources 
of funds since 1946 are poorly correlated with the changes in tax rates 
over the period. 


TaBLE 3.—Corporate income and excess profits tax rates! and sources of corporate 
funds, 1946-54 


[Dollar amounts in billions] 


| 


| 
1946 1947 | 1948 | 1949 | 1950 1951 


| 
Tax rates (range): I. | 
.| 21-38) 21-38] 21-38) 21-38) 23-42) 2834- “054 30-52 
Excess profits tax 15) 30 


| 


Combined eee | 21- 38 _2i- 38 21- 38)? * 23-57 belied 30-52 








Source of corporate funds: 7 oT 
Internal: 





ccdtithierrninunwy bende .| ? 16.6; 18.6) 14.7 a : 6} 19.5) 19.5 


Retained profits 5 7, 4) 12. 76 12.4! 9. 5 3 7.0 
Depreciation 4. 5. 5. ame. } Ye 9. * 1 2| 12.5 


Net new issues: . i as 
Stocks .3} 7 é 6 7) . 7 } 2.4 2.5 
Bonds . 3.0 4. _ 3 2. 3. i 4. 9) 40 











Total, all sources 


Percentage distribution 


79.0) 75.9| 75.0) 84.5 74.2) 69.0) 72.8 75.0 





Internal: 


Retained profits_.__.-- uses 8 52.2) 54.3| 50.6, 58.8) 51.9 37.2) 29.4 31.0) 26.9 
Depreciation ; 30.4; 24.8) 25.3) 36.2) 32.6 36.9) 39.6) 41.7) 48.1 





Net new issues: | 
atic dies nncendecelaedataia Miiaiasietne 17.4] 21.0) 24.0) 25.0 15. 5 25.8) 31.0) 27.2) 25.0 





1.1) 11.8 89) 9.6 


Stocks 9.4 6.7) 4.9 8. ¢ 


9 
a ‘8. 0 14 3) 19.2) 16.8 8.4 14.8} 19.2 18. 3 


Total, Gi BOUT OUR sin cence nsaces 100. 0} ‘100. 0 “100. 0 “100. 0} 100. " 100. 0 — A 100.0 


1 Calendar year corporations. 

2 Combined ceiling rate was 52 percent. 
3 Combined ceiling rate was 68 percent. 
4 Combined ceiling rate was 70 percent. 
6 Including depletion. 


Source: U. 8S. Department of Commerce based on Securities Exchange Commission and other financial 
data; U. S. Treasury Department, Statistics of Income, pt. 2. 
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During the period 1946 through 1948 when tax rates remained 
stable, both internal and equity financing declined percentagewise, 
while debt financing increased. In 1949, at the same tax rate as in 
the preceding 3 years, equity financing increased proportionately while 
both internal and debt financing decreased. In 1950, when the cor- 
porate income tax was increased and the Korean excess-profits tax 
was introduced, internal financing increased very substantially both 
in absolute and proportional terms; debt financing decreased by 
50 percent as a fraction of the total while the proportion of equity 
financing decreased slightly. External financing, both through stocks 
and bonds, increased substantially in 1951 despite an increasing weight 
of income and excess-profits taxation. In 1952, under the con- 
tinuing impact of the excess-profits tax, corporations continued to 
rely increasingly heavily on external sources, most noticeably debt. 
A shift to internal sources of funds is to be observed in 1953. 

Apart from the expiration of the excess-profits tax on December 31, 
1953, Federal corporation income-tax rates have remained at a level 
of 52 percent (30 percent normal tax and a 22-percent surtax on profits 
over $25,000) since 1952. In view of this fact, it appears quite un- 
likely that the corporate income tax has been a significant factor in 
stock-market trends since September 1953. The expiration of the 
excess-profits tax, scheduled for June 30, 1953, and extended until 
December 31, 1953 by the 83d Congress, on the other hand, appears 
to have been of considerable importance in the recent market rise. 


EXPIRATION OF THE Excess-Prorits Tax 
DESCRIPTION OF THE TAX AND RATES 


Expiration of the excess-profits tax in 1953 had the effect of sus- 
taining the general level of corporation profits after tax in 1954 and 
is generally believed to have contributed significantly to the higher 
level of stock prices. Although corporation profits before tax de- 
clined $4.4 billion, from $39.4 billion in 1953 to an estimated $35 
billion in 1954, corporation profits after tax declined only half a billion 
dollars, from $18.3 billion to $17.8 billion.* 

The excess-profits tax enacted in 1950 was assessed at a rate of 30 
percent on corporation profits in excess of 85 percent of average earn- 
ings during the 3 best years of the base period 1946-49. Special 
excess-profits credits were allowed in the case of growth companies 
and companies with abnormalities in the base period. An alternative 
invested-capital credit was also provided for companies with a tra- 
ditionally low level of profits, and a special credit was designed for 
regulated public utilities. A minimum excess-profits credit of $25,000 
eliminated virtually 90 percent of all active corporations from the tax. 

Although the excess-profits tax rate was 30 percent on the excess 
of earnings over the credit, the tax was limited to 18 percent of total 
income. Corporations paying the maximum rate were therefore sub- 
ject to an overall Federal tax ceiling of 70 percent consisting of the 52 
percent corporation normal and surtax and the 18 percent excess- 
profits tax. Expiration of the excess-profits tax thus effected a maxi- 
mum Federal tax reduction of 25.7 percent for the corporation at the 
ceiling rate. Viewed in another way, it had the effect of increasing 


* Economic Indicators, February 1955, 
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corporation profits after tax by a maximum of 60 percent. However, 
only about 2 percent of the corporations subject to the excess profits 
tax were at the ceiling rate. 


AMOUNT AND DISTRIBUTION OF THE EXCESS-PROFITS TAX 


Excess-profits taxes of corporations, before audit by the Internal 
Revenue Service, rose from $1.4 billion in 1950 to $2.5 billion in 1951, 
and then declined to $1.6 billion in 1952 with the decline in corporation 

rofits. No final figures are available as yet for 1953, but the Treasury 

epartment estimates the tax for that year at $2 billion. The com- 
parative importance of the excess-profits tax and the corporation 
income tax for these years is summarized in table 4. 


TABLE 4.—Corporation income tax and excess-profils tax liabilities 
1950, 1951, and 1952 


(Millions of dollars) 





. Total Excess-profits 
Year | tax Income tax tax 
oe eee nee ee sir | $12, 198 $10, 812 1 $1, 386 
ee ee I ee ‘| 22’ 082 19, 623 2’ 459 
ee ee ee ee ee 19, 148 | 17, 597 1, 551 


1 Effective only for one-half year. 
Source: U. 8S. Treasury Department, Statistics of Income, pt. 2. 


The excess-profits tax was of greater general significance than is 
indicated by the comparatively small number of corporations affected. 
Although only about 41,000 corporations, or 6 percent of all active 
corporations, were subject to the tax in 1951, these companies ac- 
counted for 57 percent of the net income of all corporations and paid 
about two-thirds of all Federal corporation income taxes. These data 
are summarized in table 5 for 1951, the latest year available: 


Tas ie 5.—Returns with excess-profits tax liabilities and all corporation returns, 1951 


{Dollar amounts in millions] 


Returns with excess-profits tax 


| 
| 
| Amount 











All returns | 
Percent of 
all returns 
caveciaiiceaamaneaseetigjatagr moe ennai peimepeneorey 
SR ctccnncvegnnive+cbtnrdhiageanpiaieiunenanhen | 652, 376 40, 746 6.2 
ni iat a $43, 545 | $24, 946 57.3 
Adjusted-excess profits net income (excess profits) -......-..-- 8, 764 8, 764 100.0 
NE SE An ha an Fa ita Dnteln hc kbs a chun bihehoeedhab genes 22, 082 14, 573 66.0 
MR ids, hi Bes tb ld de nbeltentn 19, 623 | 12, 114 61.7 
En. did. cannodmerbtenepnoennteeonspp pepe 2, 459 2, 459 100.0 


Source: Treasury Department, Statistics of Income for 1951, pt. 2. 


The excess-profits tax tended to be concentrated among the larger 
corporations which are publicly held and listed on national exchanges 
or traded over the counter. In 1951, 54 percent of the tax was reported 
by firms with net income of $10 million or more, and about 80 percent 
of the tax was paid by firms with incomes over $1 million. 

Data by net income size class for 1951 are shown in table 6. 























FACTORS AFFECTING THE STOCK MARKET 71 


Tasie 6.—Corporations with excess-profils tax liability—by size of net income, 1951 


Adjusted F : A 
: Number of | excess profits | “*°°%S proats 

Net income class returns net tncome (millions) 

(millions) , 

CR 0 chin idii hahaa hteniniienitinidsithiains nibiniiieiatnianie cine 1,153 $6, 929 | $708 
$25,000 to $50,000... aid Soni sell 14, 543 111, 292 20, 380 
$50,000 to $100,000... ...........--... sabi edit abn adda 9, 402 222, 415 56, 870 
IETS 4. cetaihntidl sel enninndigeninbeninns 7, 750 434, 500 110, 757 
$250,000 to $500,000. ........................ sche uuigneldubadded Shine 3, 351 436, 134 | 115, 199 
II, oY ceulclidiibeieeiiatinaeedieihes 1, 933 496, 907 135, 212 
a 1,940 1, 404, 557 | 410, 469 
GR OP GRO Nis inc ceccnaedUbbuuakobetenccndcuncdches 325 | S18, 874 227, 905 
SR BO action cnguingemiionsnenveveninti 320 | 4, 742, 626 1, 372, 021 
ON sc ii chicdeinidinndtitbidineedccetbocessinie 40, 746 | 8, 764, 234 2, 458, 676 


Source: U. 8. Treasury Department, Statistics of Income for 1951, pt. 2. 


Manufacturing corporations bore the brunt of the excess-profits 
tax, accounting for about 85 percent of the total tax liability. Trade 
companies paid an additional 8 percent. The balance of 7 percent 
was distributed among service companies, finance, construction, 
mining and public utilities. E-xcess-profits taxes of regulated public 
utilities such as railroads, communication companies, and deuehe 
and gas companies were negligible. This is attributable largely to 
the special public utility credit which permitted a normal rate of 
return on total assets, plus income tax, before the excess-profits tax 
became applicable. To the extent that the repeal of the excess- 
profits tax was reflected in higher stock prices, this fact may serve to 
explain in part (but only in part) the comparative lag in stock prices 
of public utilities behind industrials. 

The distribution of the excess-profits tax in 1951 among the principal 
industries is shown in table 7. 


TABLE 7.—Distribution of excess-profits tax, by industry, 1951 





| 





| Amount Percent of 
(millions) total 
Lass cers al 
Ie ass ta planta Sale een aia eal ck hai) pines bceinbipbiibinncinsithpien 2, 459 100. 0 
I a hn oss Sete ah ee garni eg olen inendaiiiimneliodpcithaemstation ionedlioes 2, 075 84.4 
I a 198 8.1 
Public utilities _........... sr anaheim I i a a 55 2.2 
ne ee oe Spebieibaies sh rials ge lip a ed alicia nepal Seca ab eb lirent icdiek ut 48 2.0 
I ac aa i cic I a a as asic caine ete ttiidlcnly 29 1.2 
Mining and quarrying -_--- spubenee tees ee a a : 26 1.1 
I NS sc cetnltatnnep abet Gebitasbbeeeca sittin oil de clielecionde . 22 u 
Agriculture, forestry, and fishery - ----..-- eee hile anita thine a 5 3 


Source: U. S. Treasury Department, Statistics of Income for 1951, pt. 2. 


EFFECT OF EXPIRATION OF THE EXCESS-PROFITS TAX ON NET 
CORPORATE EARNINGS 


Excess-profits taxes of many of the leading corporations in these 
industries amounted to around 50 percent or more of their net income, 
after tax, in 1953. This is true of certain aircraft companies such as 
United Aircraft, Douglas, Lockheed, and Boeing. Excess-profits 
taxes were between one-third and one-half of the net income of other 
major industrial companies such as General Motors, Republic Steel, 
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Du Pont, Pullman, and General Electrie. Many major companies, 
of course, escaped excess-profits taxes in 1953, including probably 
most of the oil companies, metal mining and manufacturing companies, 
and railroads and other public utilities generally. The relative im- 
portance of the expiration of the excess-profits tax for profits of indi- 
vidual corporations is indicated by table 8. This shows for 1953 the 
net income per share and the amount of excess-profits tax, if any, 
per share, for a representative list of manufacturing companies, trade 
companies, power and light companies, and railroads. 


TABLE 8,—Per share net income, excess-profits tax, and market price, 1953 


—a 


Market price per 
Excess-profits tax 
| Net in- | share 
| ome ewe fpr. = 
Industrials | per 
share 
1953 


Percent 

Pershare,| ofnet | June 30, | Feb. 23, 
1953 income | 1953 

| per share | 


67 $4374) 
62 3814 
62 | 4034 
60 13184 
55 
50 
48 
ud 
40 | 
40 
38 
37 
33 
31 
27 
25 
17 
16 
15 
13 


Cincinnati Milling Machine 

United Aircraft veer 

Timken Roller Bearing ----- 

Douglas Aircraft......---- 

Lockheed Aircraft ia 
American Locomotive..-................-. 
Boeing Airplane. beleive 
CC Ee 
Du Pont . 

Pullman 

Reynolds Tobaceco-...----- 

Republic Steel 

General Moters-.-.-- : Sa ented 

gy ee eee 
Oe apts nth 4 ce ae cnnnows ene 
Libby-Owens-Ford..-.-..._.------ 
Chrysler. 

Sears, Rceebuck.........-.---- 

American Tobaceoo..-..-......-..-..-.-... 
Union Carbite & Carbon.........-.---- 
Bethlehem Steel_-. nabs Bhs BE 

Joy Manufacturing-------.--.-- 

Scott Paper 3 epithet 
International Paper 

Montgomery Ward-_...---- 

Federated Department Stores. _-- 
International Harvester. - _.------ 
American Can_-.. SS sca 

Liggett & Myers. --- eae 

Radio Cerneration of America.-__- 
General Mills , as 
American Cyanamid.-_-_-_--- 

National Can.__. : 

American Distilling - - --- - 

Sinclair Oil. ; 

Soeony Vacuum....- 

St. Regis Paper_._-- 

Glenn L. Martin_- 

J. I. Case. eb ddnace cian abies 
American Airlines_............----- 
Oe fo ae ee 


SONS SS 


$90 1900 = BONDI GO mo mo B 
a ee 


_ 
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MSN ore moto orto oo 09 
3¢ - 5¢ on -? 


1 Adjusted for stock splitups. 


. Gomes Date on net income and excess-profits taxes, Standard & Poors’ Industry Sources, and Moody’s 
ndustrials, 


These data mean simply that if 1954 corporation earnings before 
tax had been sustained at the same level as in 1953, their net earnings 
would have been increased by the amount and by the percentage of 
excess-profits tax shown in the table. Since earnings before tax of 
many companies declined in 1954, the tax benefit realized from repeal 
of the excess-profits tax was somewhat less—or even none at all. In 
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many cases, however, company reports for 1954 have attributed the 
maintenance of net earnings after tax to expiration of the excess-profit 
tax. 


IMPACT ON STOCK PRICES OF EXPIRATION OF EXCESS PROFITS TAX 


The fact that 1954 corporation net earnings were sustained at the 
1953 level by reason of the expiration of the excess-profits tax of course 
does not explain a rise in market price for the stock of individual 
companies. Neither does expiration of the excess-profits tax neces- 
sarily account for the market rise for companies whose net income 
after tax in 1954 was higher than in 1953—the market evaluation for 
these companies may reflect the fact that they are in an expanding and 
increasingly profitable business. This may also be true of other 
companies not subject to excess-profits tax “but which experienced a 
substantial rise in the price of their stock, as in the case of Glenn L. 
Martin. 

It may be concluded that the expiration of the excess-profits tax 
in December 1953 was capitalized in higher market prices of industrial 
shares than would have obtained in 1954 if the tax had been continued. 
Although a large proportion of companies publicly traded were unaf- 
fected by the tax, it was of sufficient importance to larger publicly 
owned companies to have had a significant effect on the market price 
of their stocks. This is attested in part by the investment attention 
given in this respect to individual companies with substantial excess- 
profits taxes. 


INDIVIDUAL INcoME TAXES 
EFFECT OF TAXES ON INVESTMENT DECISIONS—GENERAL 


The high level of the personal income tax affects both the capacity 
and willingness of individuals to risk their funds in equity invest- 
ments. Since an increase in tax rates serves to decrease disposable 
income and, therefore, the volume of current personal savings, it has 
the effect of restricting additions to the total amount of funds available 
for absorption of equities. In addition, an increase in individual 
income tax rates produces a differential impact on the after-tax yields 
of various types of securities, and therefore may result in significant 
changes in the composition of individual investors’ portfolios.‘ 

Moreover, the impact of changes in tax rates may be presumed to 
vary considerably at different income levels, both because of differ- 
ences in investors’ attitudes and because of differences in tax-burden 
changes under a graduated income tax. 

There is little question that highly graduated income-tax rates have 
greatly curtailed the supply of investible funds, relative to the amount 
of such funds which would have been available at postwar levels of 
personal income under lower rate structures. On the other hand, a 
recent study showed that high tax rates have not endangered the flow 
of equity capital to business.’ The conclusions of this study are borne 
out by the fact that stock issues absorbed by the market increased 


« The extreme case, of course, is that of pacumare securities, the net yields of which are not immediately 


affected by changes in tax rates. Such changes, however, have a varying impact on investments made 
primartly for current yield as opposed to those which offer the possibility of substantial capital appreciation. 

5J. K. Butters, = E. Thompson, L. L. Bollinger, Effects of Taxation: Investments by Individuals 
(Boston, 1953), p 


59030—55——-6 
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during the period of the Korean war when individual tax rates were 
increased to levels closely approximating those of World War II. 

The factors influencing the attitude of individuals toward invest- 
ment are, of course, complex. Although tax considerations are in- 
creasingly dominant, they appear to be of subordinate importance to 
lower-income individuals and to increase in intensity with the size of 
income.’ For practical purposes, however, the relatively small upper- 
income class dominates the equity inv estment market and most sig- 
nificantly influences investment decisions. Statistics of Income data, 
for example, show that 52.5 percent of total dividends reported on 
taxable returns in 1951 were reported on taxable returns with adjusted 
gross incomes of $25,000 or more. These returns represented 5.1 
percent of total taxable returns reporting dividends and only 0.4 
percent of all taxable individual returns.’ 

Broadly speaking, individual investors fall into two groups. The 
first group includes those who are income and security minded. These 
investors tend to balance the current income yield of their investments 
against the risk of capital loss, and give little weight in their investment 
decisions to the possibility of capital gains. The high individual tax 
rates play the most important role in the investment policies of this 
group, the predominant effect of which is to drive them into lower 
yield investments with lower risk. These people, who are interested 
mostly in security, tend to shift part of their funds out of more 
speculative common stocks and into lower yield investments because 
they do not regard the dividends remaining after tax as adequate 
compensation for the risks involved. This group, for example, 
includes a substantial proportion of individuals holding tax-exempt 
securities of State and local governments. 

The second broad category of investors consists of those who are 
motivated by the desire for appreciation in value of their investment. 
To them the most important tax consideration is the preferential rate 
of taxation of long-term capital gains, especially for those in the 
upper income-tax brackets. They tend to shift out of conservative 
type of investments and into more speculative common stocks, real 
estate and oil properties. 

Income tax cuts in 1954, averaging 10 percent of the individual 
income-tax bill, reduced annual income-tax payments by an estimated 
$3.0 billion. Other individual tax reduction of around $800 million 
from technical revisions in the Internal Revenue Code of 1954, and 
excise tax cuts of around $800 million, contributed to total savings in 
personal taxes of around $4.6 billion a year. Such tax savings may 
have found their way to the stock market and contributed to the 
demand for stocks and higher prices. Because of the concentration 
of tax savings among the middle-income group of taxpayers, however, 
such an effect was probably small. 


TAX TREATMENT OF INCOME FROM DIVIDENDS 


The corporation income tax was originally regarded as a form of 
withholding, and shareholders were exempted from the normal tax 
rate on dividends received. Although the individual normal tax rate 
reached as high as 8 percent, it has been less than the corporation 


$ 7s pp. 31-33. 
7U.8. Treasury Department, Statistics of Income, pt. 1, 1951. 
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income tax rate since World War I. This tax credit for dividends 
received was finally eliminated with the adoption of the undistributed- 
profits tax in 1936, and was not restored until the Revenue Act of 
1954. 

The relief provided under the 1954 Code permits each stockholder 
to exclude from his gross income up to $50 of dividends and to receive 
a credit against tax equal to 4 percent of the dividends in excess of the 
exclusion. The exclusion is effective beginning with 1954 income, 
while the credit is limited to dividends received after July 31, 1954, 
and is limited to 2 percent of taxable income in 1954 and 4 percent 
of taxable income thereafter. 

It is contended that since dividend distributions are not deductible 
by the paying corporation, they are subject to income taxation both 
at the corporate and individual levels. This double taxation, it is 
said, deters individuals from investing their savings in corporate stocks 
and induces an undue concentration of investment in assets the income 
from which is not subject to multiple taxation. 

It is not at all clear, however, that this double taxation is, in fact, 
an important consideration in current investment decisions of indi- 
viduals. To the extent that the incidence of the corporation income 
tax rests on the shareholder, the tax tends to be reflected in lower 
market prices of the stock. That is, a tax that is not shifted tends to 
be capitalized or discounted in the price paid for the stock by new 
purchasers. The real burden is thus experienced by those who owned 
the stock during an increase, or anticipated increase, in taxes. Because 
of the high turnover in corporate shares, the incidence of higher 
corporation taxes is therefore probably widely dispersed among older 
shareholders, the newer owners in effect buying the stock tax free. 
Since taxes tend to be increased under wartime or inflationary condi- 
tions, however, the expected decline in security prices rarely develops. 

The concept of double taxation of dividends assumes that the corpo- 
ration tax rests wholly on the existing shareholders and is not shifted 
forward in higher prices of goods and services, or backward to labor. 
This is one of the great unsettled questions in the theory of taxation, 
and evidence may be adduced on each side. It is well known that in- 
come taxes on public-utility profits are treated as costs by regulatory 
authorities and rates are adjusted to enable the public utility to re- 
cover taxes in the prices charged consumers (Galveston Electrie Co. v. 
Galveston, 258 U.S. 388). There may be, therefore, little or no double 
taxation in this area. Many believe that income taxes in other 
industries also tend to be shifted. But the preponderance of evidence 
and the weight of economic analysis tends to confirm the view that 
a major share of income taxes on unregulated industries is borne by 
the business, or its shareholders, and is not shifted. 

It is also contended that the double taxation of dividends serves to 
restrict the supply of new equities, since dividend payments are not 
deductible while interest payments are. Insofar as the corporation 
tax is not shifted forward or backward, a problem of taxing dividends 
arises. 

It may be argued, for example, that since both dividends and interest 
represent. payments made by the corporation for the use of financial 
resources obtained externally, they should be equally deductible by 
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the corporation as payments for productive services. Failure to 
allow a deduction for dividends, therefore, results in a higher net cost 
to the company for equity capital, as compared with other financial 
resources. This may tend to shift financing toward relatively less 
expensive means. 

As indicated in table 2 the statistical data do not support the 
theory that double taxation of dividends has significantly inhibited 
new stock financing. Following the end of World War II, between 
1946 and 1953, a period of high-level taxes, public issues of equity 
securities aggregated about $13.1 billion compared with $46.0 billion 
in long-term debt. Stocks thus amounted to around 22 percent of 
total corporate issues. This proportion is not significantly less than 
that during the 1920’s, when the corporation tax rate was much 
lower and dividends were exempt from normal individual income 
taxes. Gross stock issues were much higher during the bull market 
of 1928-29, but a substantial portion of such sales involved changes 
in existing forms of equity securities rather than a raising of net new 
funds.® 

The new treatment of dividend income has been a factor in recent 
increases in stock prices, but it is doubtful that its influence was of 
major significance. 


TAXATION oF CapiTaAL GAINS AND LOossEs 


Gains realized on the sale of capital assets have been subject to tax 
since the institution of the Federal income tax in 1913. Since prob- 
ably more than three-fourths of all gains realized by individuals arise 
on the sale of corporation securities, the nature of their tax treatment 
is especially pertinent to an analyses of security prices and market 
behavior.” 

The principal consideration involved in the tax treatment of capital 
gains and losses embraces such conceptual questions as (1) the dis- 
tinctions between capital and income; (2) the economic definition of 
what properly constitutes a capital asset; (3) tax rates; (4) the dis- 
tinction between trading or ‘speculation’? and investment, which 
legally depends principally on the length of the holding period of a 
capital asset; and (5) the treatment of capital losses. Of critical 
importance to the securities market are the possible effects of the 
capital-gains tax in impeding the mobility of capital and the transfer 
of investments. 


EVOLUTION OF THE CAPITAL GAINS TAX " 


Until 1921 capital gains were taxed as ordinary income. Largely 
in response to complaints that high wartime rates were deterrin 
sales of appreciated property, Congress provided the first preferentia 


§ See table 2. 

® Survey of Currency Business, April 1954, p. 15. 

10The most comprehensive study of this subject is found in Lawrence H. Seltzer, The Nature and Tax 
Treatment of Capital Gains and I osses (National Bureau of Economic Research, 1951); and U. 8. Treasury 
Department, Federal Income Tax Treatment of Capital Gains and Losses, a Treasury Tax Study, June 1951. 
See also New York Stock Exchange, Taxes—Equity Capital—and Our Economic Challenges, March 1953. 
An important recent empirical study of t! e effects of taxes in this area is, J.. K. Butters, L. E. Thompson, 
and L. L. Bollinger, Effects of Taxation: Investments by Individuals, Cambridge, Mass. (1953). 

11 An excellent brief history of the subject may be found in Anita Wells, Legislative History of Treat- 
ment of Capital Gains under the Federal Income Tax, 1913-48, National Tax Journal, March 1949. 
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tax treatment of gains in the Revenue Act of 1921 by establishing a 
flat rate of 12% percent on capital assets held more than 2 years. The 
next major change was made by the Revenue Act of 1934 which 
provided for including, as taxable income at regular income-tax rates, 
a percentage of net income from gains and losses according to the 
length of time the asset was held. This step-scale plan ranged from 
100 percent inclusion of gains on assets held less than 1 year, through 
4 holding periods, to 30 percent inclusion for assets held over 10 years. 
This elaborate system was modified by the Revenue Act of 1938 to 
include only 2 long-term holding periods of (1) 18 to 24 months, with 
a 66% percent inclusion of gains as income, and (2) over 24 months, 
with 50 percent inclusion. In 1942 the holding period was reduced 
to a single 6-month period, with 50 percent inclusion of gains on prop- 
erty held 6 months or longer and an alternative maximum tax rate 
of 25 percent. This holding period and the alternative rate are still 
in effect. 

Divergent policies with respect to the tax treatment of capital 
losses have also been followed over this period. Initially, capital 
losses were not recognized for tax purposes. Then in 1916, they were 
permitted to be offset against capital gains, and in 1918 to be fully 
offset against ordinary income. Beginning in 1924 losses were given 
parallel treatment with gains, and offset against other income at the 
same rate of 12% percent. With the inauguration of the step-scale 
plan in 1934, capital losses could be offset against current year gains 
plus $2,000. Short-term and long-term gains and losses were com- 

letely segregated in 1938; long-term losses could be offset only against 
ong-term gains, or 30 percent of the loss could be credited against 
the tax on other income, whichever gave the greater tax. The Rev- 
enue Act of 1942 significantly changed the loss provisions to allow 
losses to be offset against gains, and any excess of losses in the current 
year to be applied against other income up to $1,000. Provision 
was also made for a 5-year carryover of capital losses against capital 
gains, plus $1,000 a year against ordinary income. 

In summary, present law distinguishes between two different classes 
of capital gains and losses: (1) Short-term, arising from capital assets 
held less than 6 months, and (2) long-term, arising from assets held 
more than 6 months. Short-term gains are taxed at ordinary income- 
tax rates, but short-term losses may be offset only against gains of 
the current year and 5 succeeding years. Only 50 percent of net 
long-term gains are includible in taxable income at regular income- 
tax rates; however, an alternative tax limits the effective tax rate on 
the total of such gains to 25 percent. Gains realized by corporations 
are all included as corporate income but the maximum rate of 25 
percent applies. 

Capital losses may be offset against capital gains realized in the 
taxable year plus $1,000 of ordinary income, and any excess of losses 
over gains of any year may be carried over against net gains and 
$1,000 of ordinary income a year for 5 succeeding years. The offset 
of capital losses against ordinary income is thus limited to $6,000. 


THE SIZE AND DISTRIBUTION OF CAPITAL GAINS 


Since the end of World War II capital gains reported by individuals 
annually through 1951 for income-tax purposes have ranged from 
around $3 billion to $6.7 billion. Such gains are believed to have 
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been even greater since 1951, and are estimated at about $10 billion 
for 1954. 

Income-tax statistics for 1951 show that 2,643,000 returns of 
individuals reported net capital gains of $5.9 billion. (Net gains 
reported by individuals with net gains amounted to $6.6 billion; net 
losses of others amounted to $0.7 billion.) This is exclusive of $0.2 
billion gains reported by fiduciary returns and $1.9 billion in net gains 
reported by corporations. All net gains reported for the year 1951 
thus aggregated about $8 billion. 

The composition of gains reported by individuals is summarized 
in table 9. 


TABLE 9.—Composition of gains and losses reported by individuals, 1951 


{Dollar amounts in millions] 





Returns Returns 

with net with net Total returns 
capital gains | capital loss with gains 
(100 percent (100 percent and losses 























basis) basis) 

Number of returns....-.- i ena i li cle ieee nna 2, 169, 642 473, 226 2, 642, 868 

Amount reported: ‘ARS 
eo wetnameeewaalne . $240 $7 $247 
Net long-term gain.........-..-.. pb dihcedbildi peek otbhiiteeeet 6, 483 16 6, 499 
NN, £2 aa cues cdot uemedabdbaseadbedtnbcceen 6, 723 23 6, 746 
ee SR NN an cucacteenesen senegal eikiniont pale eenis pe 121 Baty OF ae - 7 980 
UE I I i ili occ cb idk cbicicioncunecsienst iddungt 6 527 533 
EE GUN. dvi cetindccuwleddudsssscdéncceadss ba oa 127 686 813 
Net total gains (100 percent basis)................-..--.- oo 6, 596 mas 5, 933 
BS I EE Be ack dere ds ec ccceck deans gescccticsin 3, 040 | ey at eee 





Source: U. 8. Treasury Department, Statistics of Income for 1951, Pt. 1. 


The distribution of the total net gains of $6,596 million in 1951, 
cumulated by income class, shows that 60 percent of all gains were 
realized by persons with incomes over $10,000, and that around one- 
third were earned by those with incomes over $50,000. (See table 10.) 
About 13 percent of the gains were reported by those with taxable 
incomes below $5,000 and about 10 percent of the gains were from 
those with no taxable income. 


TABLE 10.—Distribution of gains, 1951 





| Current year 
| capital gain 

(100 percent 
basis) (cumu- Percent of 
| lated down | total gains 
| from higher 
income 
| 


Adjusted gross income class over— 


classes) 





(Millions) 


SRR INS .54.d:d ixebseibsiniee wigntnheinade ie i | $206. 5 3.1 
$500,000___...__. a nmin 409, 2 6.2 
i Ban ap hbecinbese aa om ’ a 1,414.4 21.4 
NE A de heat oc diatitlneierns & e ional 2, 076. 4 31.4 
SE inated nat cette oaie aeked macnn | 2, 874. 6 43.5 
SD, 6c une tsininn bi caeuncemennnékmaes eo 4, 026. 9 61.0 
Sniin tiwlenane- toast abies a bile ‘ eau 5, 056. 3 5 


All returns with net income __-_......- tibia teweaahaknssncaecb eae —akesher 5, 914.8 
Returns with no net income_-..........- co ashipdhecdabopnpdatekehunditad 681. 5 10.4 


INN on 51. one: cntineain canines ateeebwadahike« 6, 596. 3 100. 0 


Source: U. 8. Treasury Department, Statistics of Income for 1951, Pt. 1. 
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EFFECT OF CAPITAL GAINS TAXES ON SALES OF CAPITAL ASSETS AND 
MARKET PRICES 


The tax on capital gains affects the pattern of sales of securities and 
other property in various ways. To the extent that the Government 
shares in the profits of sale (and in the losses to a limited extent) the 
taking of gains becomes less attractive and the taking of losses becomes 
more attractive than it would be in the absence of taxation. 

The crux of the economic problem of capital gains taxation is the 
realization principle. Capital gains are taxed, not when they accrue, 
but when the security or other asset is sold or exchanged. The fact 
that the timing of sale and the realization of the gain is at the dis- 
cretion of the taxpayer makes security transactions sensitive to tax 
considerations. 

For this reason it is frequently asserted that substantial accrued 
gains are “locked in’’ securities, the sale of which is deterred by the 
tax penalty placed on realization of the gain. This position is suc- 
cinctly summarized in the following statement by the president of 
the New York Stock Exchange: 


Taxation of these gains is particularly discouraging when a sale is carried out 
for the purpose of transferring funds to another investment. The capital gains 
tax under these conditions becomes the equivalent of an investment transfer tax, 
at an extremely high rate. It immobilizes capital movements, especially in a 
period which follows basic price level increases. This results in numerous “‘locked- 
in”’ positions, which are contrary to the public interest.” 

This “frozen” condition is said to result in greater fluctuation in 
stock market prices and to promote economic instability.” In times 
of rising security prices, investors tend to set a higher reservation 
price in order to,recoup the tax paid to the Government as a necessary 
cost of transferring from one investment to another. Securities thus 
tend to be withheld from the market, thereby restricting the supply 
offered for sale, and prices tend to rise. At a time when prices are 
falling, the tax tends to induce lower prices than would otherwise 
prevail, depending on the tax treatment of capital losses. The net 
effect, it is argued, is to accentuate upswings and downswings in 
security prices. 

A recent empirical study of the investment behavior of individuals 
indicates that the capital-gains tax may affect the timing of invest- 
ment decisions and accentuate cyclical influences, particularly on the 
upswing of the market.’* This study concludes, however, that the 
evidence does not show such tax influences to have been a dominant 
or even a major factor in market swings. 

On an snabeGiiel basis, it would appear that such tax considera- 
tions would be significant only where the capital-gains tax is large 
in relationship to the prospective improvement in yield (or gain) to be 
realized on a shift in investments. For example, consider an investor 
with 100 shares of General Electronics bought at $50 and later selling 
at $80, yielding 6 percent on the basis of the later price, and who is 
considering a shift to another stock yielding 7 percent on the basis of 
its current price. At a tax rate of 25 percent, the net proceeds after 
capital-gains tax of $750 on sale of the stock held would be $7,250. 
If this were invested in the new stock, it would yield sufficiently more 





8 New York Stock Exchange, Taxes—Equity Capital—and our Economic Challenges, p. 10. 

18 Harold M. Somers, An Economic.Analysis.of the Capital Gains Tax, National Tax Journal, September 
1948, pp. 226-232. 

4 Butters, Thompson & Bollinger, op. cit. p. 45. 
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than the yield on the securities sold ($507.50 compared with $480) 
to justify the switch. 

The probable effect of the tax may also be illustrated by the example 
of an investor in 100 shares of Consolidated Paper bought at $50 per 
share and later selling at $80, with a total market value of $8,000. 
Capital-gains tax of $750 on a gain of $3,000 would leave $7,250 for 
reinvestment. Ifhe does not expect Consolidated Paper to rise further 
he would be justified in selling and reinvesting in a stock with a pro- 
spective appreciation of more than 10.3 percent. Since the possibilities 
of such price appreciation would be very considerable in a dynamic 
market, the possible deterrent effects of capital gains tax within this 
area appear to be slight. 

In theory, the fact that capital losses may be deducted is a partial 
offset to repressive effects of the tax on gains. The practical effect 
of this provision, however, is diminished by the fact that such offsets 
are greatly subordinated in the investor’s mind to the expectation of 
success—rather than failure—in his investments. A recent study of 
this area made it apparent that investors repelled by existing restric- 
tions on capital losses were greatly outnumbered by those who were 
attracted by the favorable tax rate on gains.'* 

Statistics show that loss offsets against ordinary income are of 
greater importance to lower income individuals than to those in the 
higher brackets. Capital gains of lower income individuals occur 
with much less frequency and offer less opportunity for offset of pos- 
sible losses. Data for 1951 also indicate that losses tend to be concen- 
trated among lower income individuals. In that year 50 percent of 
allowable net losses were reported on returns with net incomes of 
under $5,000 (including nontaxable returns) and 70 percent were 
sustained by individuals with incomes under $10,000. 

The New York Stock Exchange has recommended an increase in 
loss offsets against ordinary income from $1,000 to $5,000 a year, with 
the same carryover period of 5 years. This would enable iosses of up 
to $30,000 to be offset against income, compared with the present 
$6,000 maximum. This increase is advocated to protect the investor 
of medium means, and to give recognition to the increase in price and 
tax levels which has taken place since 1942 when the present limita- 
tion was introduced. 

Limitations on the. deductibility of losses from ordinary income 
are recognized as necessary to protect tax revenues. Restrictions on 
loss offsets were in fact imposed in 1934 as a means of safeguarding the 
Treasury against the serious losses taken during the great depression. 
Loss limitations are also believed to be a necessary protection against 
manipulation and tax avoidance where tax loopholes in this area are 
not effectively closed. 

Attempts to liberalize offsets against ordinary income should, so 
far as practicable, give account to the need for parallel tax treatment 
of gains which are taxed at a maximum rate of 25 percent, compared 
with graduated income-tax rates ranging to 91 percent. 

Another important aspect of the problem of tax induced delays in 
the realization of gains is its effect on the mobility of capital. Among 
the supposed harmful effects of this condition is the reluctance to 
transfer funds from seasoned to unseasoned securities, or from estab- 


4s Butters, Thompson and Bollinger, op. cit. p. 42. 
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lished companies to new ventures. However, quite the contrary 
result was observed in a recent study of investment behavior,"® which 
concluded that the preferential tax treatment of capital gains has 
greatly stimulated appreciation-minded investors to transfer out of 
conservative investments into more speculative ventures. This study 
thus conspicuously fails to support the view that capital-gains taxation 
impairs the mobility of venture capital. 

The above tax considerations must, of course, be modified to the 
extent that psychological and other economic factors enter into 
investment calculations. The tax factor is only one of many consider- 
ations influencing investment decisions and is generally considerably 
less important to an investor than his forecast of future prices and 
economic trends. 

Available statistical data disclose a close relationship between 
capital gains and losses and changes in security prices since 1917. 
These data, which are presented in table 11, show the excess of 
estimated net capital gains over net capital losses reported in individual 
income tax returns, and the index of monthly average prices of 
en utility, and railroad stocks, compiled by Standard & Poor’s 

orp. 


TABLE 11.—Capital gains of individuals and fiduciaries and stock prices, 1917-61 


{Dollar amounts in millions] 
Ge iniiciehicenthaceat a sind 
ae Net capital | 4 
ae patos } | gains or Stoc . pees 


1| . . inde 
| (1935-39 = 100) losses (at 100 | (1995, 39 = 100) 
| percent)! 


| Net capital 
gains or 

| losses (at 100 
percent)! 


| 


$37.5 | 82.9 

661.3 117. 

75.6 | 

30.8 
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165. 
618. 
595. 
644. 
120. 
929. 
651. 
654. 
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3 
ZS 


1 Long-term gains and losses before percentage reduction for returns with net income for the years up to 
and inclusive of 1943 and for returns with adjusted gross income beginning with the year 1944. The figures 
shown include gains and losses from sale or exchange of property other than capital assets, since before 1938 
such property was defined as capital assets. 

2 Estimated. 


Sources: Excess of gains over losses 1917-41, Lawrence H. Seltzer, The Nature and Tax Treatment of Capt- 
tal Gains and Losses (National Bureau of Economic Research 1951); 1942-55, published and unpublished 
data from Statistics of Income, pt. 1; stock prices: Standard & Poor’s index of 480 stocks. 


These data indicate that increases in stock prices were generally 
accompanied by increases in the excess of gains over losses, or decreases 
in the excess of losses over gains, regardless of differences in the tax 
treatment of capital gains. Decreases in stock prices were generally 
accompanied by increases in the excess of losses over gains. 


18 Ibid. 41-45. 
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Tax treatment of capital losses ——One other important aspect of 
capital gains taxation which has long presented a problem is the treat- 
ment of capital losses. Capital losses may now be offset against 
current year’s capital gains and any unused losses may be carried 
forward and offset against future year’s losses for 5 years. In addi- 
tion, an offset of capital losses of up to $1,000 a year is provided 
against ordinary income for the current year ‘and 5 succeeding years. 

A primary purpose of loss offsets is to avoid the taxing of capital. 
An inadequate loss provision is the equivalent of a higher effective 
tax rate on gains. the recognition of capital losses is also essential to 
preserve investment in securities and taxpayer liquidity. To the 
extent that the Treasury shares the losses by offsets against capital 
gains of ordinary income, the net amount at risk is less than the total 
amount invested. 

The present limited offset of capital losses against ordinary income 
is recognized to have an important bearing on the timing of realization. 
Taxpayers with realized losses are commonly under pressure to realize 
gains in order to avoid wasting the tax value of their loss. This 
accounts for the familiar pattern of tax selling near the end of the year 
when some security prices are under selling pressure. If more liberal 
offsets of capital losses against ordinary income were provided, tax- 
payers might be under less pressure to sell appreciated securities. 
However, such a consideration appears to be of less importance than 
other equity and economic considerations. 





PROPOSALS TO ENCOURAGE GREATER INVESTMENT TRANSFERS 





Various suggestions have been made to mitigate the possible ad- 
verse effects of the capital gains tax on trading in securities and other 
capital assets. These include (1) complete elimination of the tax, 
(2) reduction of the tax rate to lower levels, (3) reducing the holding 
period, (4) postponing tax on realization by a “rollover” provision, 
(5) providing for constructive realization of gain or loss at death and 
gift, and (6) taxing gains on an accrual basis. 

Elimination of capital-gains tar.—Many contend that capital gains 
are an illusory form of income to the extent that they reflect a rising 
price level, and that they should not properly be taxed. It is also 
argued that the tax is a levy on capital rather than on income, and 
therefore has the effect of impairing our capital resources and reducing 
the flow of capital for investments. In substantiation of this theory 
it is pointed out that capital gains are not included in national income 
figures which measure the value of goods and services produced. 
The practice of both Great Britain and Canada in exempting gains 
from tax is also usually cited in support of this position. 

Opponents of these contentions assert that equity considerations 
have long militated against such a point of view. They maintain 
that it is difficult to justify the tax exemption of an increase in an 
individual’s net worth over a period of time on grounds that his 
increase in wealth simply reflects a rising price level, when others 
dependent on salaries and wages—frequently lagging behind changes 
in price levels called upon to support the Government. This 
contention is supported by the concept of taxable income which has 
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come to be generally accepted by students of the subject, namely, 
that— 

Income is the money value of the net accretion to one’s économic power bet ween 
two points of time." 

On this basis, ignoring capital gains on grounds of possible adverse 
economic effects would do violence to the concept of what constitutes 
income, particularly since income taxation in other areas may also be 
said to have adverse economic effects. 

The sharp disparities in the comparative tax treatment of capital 
gains and other types of income are illustrated by the unusual con- 
centration of capital gains among high income individuals. In 1951, 
for example, there were 171 millionaires reporting incomes of $1 
million or more for income tax purposes."* Of these, 138 reported 
capital gains of $206 million—an average of $1.5 million per person— 
which accounted for 60 percent of the total income of this income 
class. (An additional 22 returns reported net capital losses of 
$286,000, or an average of $13,000 per return.) 

Capital gains in Great Britain and Canada are generally ignored 
since they are regarded as ‘accretions of capital” “and not income. 
The origin of this British view is probably to be found in the custom 
of thinking in terms of “‘annual profits’ and “regularity”’ of income. 
The apparently anomalous results of British practice led one British 
Royal Commission to conclude that- 

. to allow whole classes of sometimes highly profitable transactions to be 


outside the range of the income tax, on the narrow and technical ground that the 
resulting profits are not of a recurring character, should no longer be permitted 
17 


Actually the scope of the British income tax is much broader than 
generally believed, relying largely on arbitrary determinations by the 
Inland Revenue Authorities, is “In general, only “casual” gains are 
not taxed, and where gains are part of the taxpayer’s regular business 
they are taxable as ordinary profits, as in the case of securities dealers. 
In Canada, however, apparently little or no attempt is made to tax 
profits from capital transactions. 

Reduction in tax rate—Considerable sentiment also exists for a 
reduction in the present capital gains rate by low ering the percentage 
of gains included in taxable income, from 50 to 20 or 25 percent, and 
reducing the alternative tax rate, from 25 to 10 or 15 percent. Pro- 
ponents : of this policy claim that a lower rate of tax would encourage 
more numerous investment transfers and would be a major factor in 
improving the liquidity of the securities market. ‘They also contend 
that the added transactions would mean more Government revenue, 
both from the capital-gains tax and from the stock-transfer tax, and 
would be a strong stimulus to equity investment.” 

As indicated above, the present preferential tax treatment of 

ital gains has undergone a long evolution. Various rate levels and 

holding periods have been taata largely on an experimental trial- 
saan basis. The principal objectives of lower rates have included 


16 R. M. Haig, The Concept of Income, The Federal Income Tax (New York 1921), p. 7. 

1 Statistics of Income for 1951, pt. 1. 

 Roval Commission on the Income Tax (London, H. M, Stationery Office, 1920). 

18 R. M. Haig, “Taxation of Capital Gains,’’ series of 6 articles in the Wall Street Journal, beginning 
+ ar 23, 1987. See also J. H. Perry “Capital Gains, The British Point of View,” Canadian Tar Journal, 
Nov.—Dec., 1953. 

1%” New York Stock Exchange, Taxes—Equity Capital—and Our Economic Challenges, March 1953, p. 11. 
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not only the reduction in tax deterrents to sales of capital assets; 
lower rates have also been justified by the objective of reducing the 
impact of the progressive rate structure on the bunching of gains 
accruing over a long period through their realization in a single year. 
Such crude averaging of incomes for tax purposes has been an im- 
portant criterion of the proper level of capital gains rates. 

The opponents of preferential tax treatment for capital gains assert 
that the maximum rate level of 25 percent should be appraised on equity 
grounds in the light of the graduated personal income tax rate schedule 
which ranges to as high as 91 percent, and has an overall effective rate 
ceiling of 87 percent. To reduce the rate further would further 
accentuate disparities between the ordinary income and capital gains 
taxrates. Neither could lower tax rates of 10 to 15 percent be justified 
on crude averaging grounds since the minimum individual income tax 
rate is now 20 percent. 

Another variant of rate reduction frequently urged would be a 
return to the step-scale system in effect between 1934 and 1938 
which provides for a reduction in the percentage inclusion of capital 
gains varying with the length of time that the asset is held. The 
scale then in effect ranged from 100 percent inclusion for assets held 
up to 1 year, to 30 percent inclusion for assets held 10 years or more. 
Recent proposals would provide for complete tax exemption of gains 
realized on assets held more than 10 years or so. Although such a 
system is now advocated principally as a device for encouraging 
realization, one of the principal reasons advanced for its repeal in 
1938 was its tendency to postpone realization so as to take advantage 
of the stepped-down rate. 

It is difficult to predict whether lower tax rates would increase tax 
revenues, except insofar as they are effective in unfreezing presently 
locked-in gains. This is a one-time proposition, however, and would 
probably have no chain effect in generating higher security prices 
which might produce any greater tax revenue from this source in the 
long run. 

Reduction of holding period.—Reduction in the holding period neces- 
sary to qualify for long-term gains tax treatment from 6 to.3 months 
is also strongly urged as a means of stimulating greater capital trans- 
actions and increasing the liquidity of capital. The New York Stock 
Exchange, in advocating a reduced holding period, maintains that: 

1. It would differentiate as well as the present 6-month period between 
those capital transactions deserving of special treatment and those which 
should be taxed as ordinary income. 

2. It would be as workable administratively. 

3. By permitting the freer exercise of investment judgments, it would 
result in thousands of additional transactions in capital assets, and result in 
substantial additional Government revenues. 

4. It would increase the liquidity of the securities markets, thus providing 
needed encouragement to equity investment.” 

The distinction between long-term and short-term gains has been 
dictated primarily by the purpose of limiting the tax benefits of pref- 
erential tax treatment to bona fide investment transactions. The 
stated policy of Congress has been to avoid any favorable tax treat- 
ment of speculative gains. Use of the holding period as a basis of 
distinction between speculation and investment, while clearly arbi- 


2 Ibid p. 39. 
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trary, nevertheless has the advantage of being objective and devoid 
of serious administrative and compliance difficulties. 

As noted above, the length of the long-term holding period was 
progressively reduced from 2 years prior to 1934 to 6 months since 
1942. How much shorter the period can be drawn without unduly 
encouraging speculative transactions cannot be decided on a priori 
grounds. Data compiled by the New York Stock Exchange on trading 
over a period of 2 days show that shares sold by public individuals 
held under 30 days accounted for only 3 percent of the transactions. 
Shares held from 30 days to 6 months accounted for 20 percent; and 
those held 6 months to 1 year represented 26 percent. Securities held 
over 1 year accounted for 48 percent of the transactions.” 

Another purpose underlying the holding period, indicated above, 
is to provide for averaging of gains on assets held for more than i 
taxable year, the realization of which might otherwise be bunched in 
1 year and taxed at higher graduated tax rates. Largely for this 
reason the Treasury Department recommended a holding period of 
1 year or more, in connection with the Revenue Act of 1951. 

Proposals for ‘‘roll over’’ treatment.—Proposals have been made to 
provide for tax-free exchanges of capital assets in a manner similar 
to that now provided for gains on the sale of private residences. 
Sometimes characterized as a “roll over,”’ it would permit taxation 
of gains to be deferred until final realization of the asset—that is, 
conversion to consumption goods or investments of an entirely differ- 
ent character. Realization would also be provided for at time of 
gift or death, or even at the election of the taxpayer. In general, 
an investor would not be taxed if the gains on the sale of an eligible 
_ asset were reinvested in similar assets within a prescribed period of 
time. A tax would be imposed on that portion of the gain not rein- 
vested in a similar type of asset. 

Such a proposal would also provide a solution to the difficult problem 
of capital losses, in permitting losses to be carried over indefinitely 
and offset against accumulated capital gains. 

The rate of tax applied at the prescribed time of realization of the 
gain would presumably be the ordinary income tax rate, or some 
average rate devised for this purpose. 

This proposal would appear to provide a solution to most of the 
problems of capital gains taxation. In particular it would avoid 
possible adverse economic effects of realization on the transfer of 
investments, and would automatically provide for averaging of losses 
and gains. 

The implementation of such a scheme, however, might present 
practical problems of administration and enforcement. The necessity 
of maintaining continuous records of capital transactions over a long 
period of time, allocating tax basis to various properties at the time 
of partial realization, and other problems might make such a plan 
difficult to administer. 

Constructive realization at death or gift——One of the greatest defects 
of capital gains taxation is generally considered to be the failure to 
tax such gains upon the transfer of capital assets through gift or at 
time of death. The donee of capital assets carries over the basis, 
or cost, of the asset to the donor, and may be taxed upon sale on the 


%* Ibid p. 39. 
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full difference between cost and selling price. Such capital assets 
may never be sold, however, and are thus held in the donee’s estate 
at death. 

Accrued capital gains and losses included in an estate are not sub- 
ject to income tax. Moreover, the basis of the asset for purposes of 
determining gain or loss on sale is automatically increased to its fair 
market value, so that past accrued gains are automatically wiped out 
upon future sale. 

In summary, the transfer of appreciated property by gift permits 
postponement of income tax for more than one lifetime and usually 
results in a lower gain and tax whenever gain is finally realized. In 
extreme cases, securities and other investments such as real estate are 
passed by gift from generation to generation without their gains ever 
being brought into account under the personal income tax. They 
may even skip gift and death taxes for a generation or more by typical 
trust arrangements of a life estate with the remainder going to grand- 
children or great-grandchildren. 

This gap in the tax law tends to encourage the postponement of 
tax on the realization of gains and to result in their more permanent 
“Jocking-in.”” This opportunity of avoiding tax is believed to have 
a particularly significant effect in discouraging the realization of gains 
by older investors. 

Students of the subject have long urged that this gap be closed by 
treating the transfer of capital assets by gifts or devise as the equivalent 
of realizations at the then prevailing market value.”! 

This proposal usually also provides for unlimited allowance of 
capital losses. Under such a system deterrents to sale or transfer of 
securities and other assets would be reduced by the knowledge that 
accrued gains would be taxed sooner or later. There would still 
remain, however, some inducement to postpone realization by reason 
of the interest saving on the use of the funds otherwise surrendered 
to the Government in tax. 

Other proposals have been made to transfer the decedent’s basis of 
the assets at death, consistent with the present treatment of gifts. 
Such an alternative, however, would be greatly inferior to ‘‘construe- 
tive realization” as a means of curbing the postponement, although 
it would greatly strengthen the gift and estate tax structure and 
recover potential tax revenue now lost on the transfer of appreciated 
assets.” 

Taxation of capital gains on an accrual basis. —The taxation of capital 
gains on an accrual basis has been proposed as a theoretically ideal 
solution to the realization problem. Such a plan would provide for 
the inclusion in taxable income of the net change in the value of prop- 
erty owned between the beginning and end of the taxable year, whether 
or not realized, and for the taxation of such changes in value at the 
ordinary income tax rates.”* This plan would provide for offsets of 
capital losses against ordinary income and constructive realization of 
gains at death. 





21 Henry Simons, Personal Income Taxation (1938) pp. 209-213; H. M. Groves, Postwar Taxation and 
Economie Progress, (1946) p. 219; Committee for Economic Development, A Postwar Tax Plan for Eco- 
nomic Development, (August 1944) p. 31; William Vickrey, Agenda for Progressive Taxation (1947), pp. 
140-141 

2 U. 8. Treasury Department, Federal Income Tax Treatment of Capital Gains and Losses, op. cit., 
pp. 74-82. 

‘ 22 For a full description of this plan, see Facing the Tax Problem, Twentieth Century Fund, 1937, pp 
77-480, 
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Such a plan would, of course, encounter serious administrative and 
other practical objections. Among these would be the problem of 
establishing reliable values for securities and other property without 
an established market, particularly stock in closely held corporations 
The adoption of such a plan would probably seriously disrupt estab- 
lished relationships between so-called growth stocks and income stocks. 
Realization would also be forced in many cases in order to provide the 
wherewithal for the payment of tax; this would be especially true of 
greatly appreciated adjustments. One of the major objections to the 
plan, which was seriously considered at the time of its formulation, 
was the doubtful constitutionality of taxing “income” until a “‘separa- 
tion” actually occurs through sale or exchange of corporation stock. 
However, this doubtful view no longer suovells 





CHAPTER V.—INDIVIDUAL AND INSTITUTIONAL 
INVESTMENT IN STOCKS 


While only a relatively small fraction of the population of the United 
States owns stock direc tly, most people have an indirect stake in the 
stock market through investments by insurance companies, savings 
banks, investment trusts, and pension and personal trust funds. 

It has been estimated that the total market value of the outstanding 
capital stocks of all American business corporations was in the vicinity 
of $318 billion on December 31, 1954. Approximately 62 percent of 
the shares included in these totals, or $195 billion, were listed or 
admitted to unlisted trading privileges on the 19 organized securities 
exchanges of the Nation. However, the total of $318 billion includes 
some $50 billion representing intercorporate stockholdings. In order 
to avoid double counting, therefore, the adjusted total, or potential 
market supply, of corporate stocks at the end of 1954 was estimated 
at approximately $268 billion. This includes $252 billion of common 
and $16 billion of preferred shares. Somewhat over $150 billion of 
the total were shares traded on the exchanges.! 


Tue PATTERN or Stock OWNERSHIP 


Table 1 shows that individuals continued predominant among the 
holders of corporate stocks at the end of 1954, despite the spectacular 


increase in institutional purchases in recent years. Individuals held an 
estimated $189.5 billion, or 75 percent of the $252 billion of common 
stocks, and $6.9 billion, or 43 percent, of the $16 billion of preferred 
stocks. Their total stock holdings of $196.4 billion represented 
73 percent of the aggregate holdings of $268 billion. 

Foreigners held an estimated $5.1 billion of stocks including $4.7 
billion of common and $400 million of preferred stocks. 

Institutions held an estimated $66.5 billion, or 25 percent of total 
stockholdings. Their holdings comprised $57.8 billion, or 23 percent 
+ all common stocks, and $8.7 billion, or 54 percent of all preferred 
shares. 


1 The estimate of total potential market supply of corporate stocks of $268 billion at the end of 1954 was 
compiled by the Division of Trading and Exchanges of the Securities and Exchange Commission at the 
request of the committee staff. The estimate of $50 billion of intercorporate holdings of stocks was supplied 
by Fortune magazine. In an unpublished report to Fortune dated December 11, 1954, Dr. Irwin Friend of 
the Wharton School of Finance of the University of Pennsylvania estitrrated the total market value of the 
stocks of all business corporations at the end of 1954 at over $300 billion, of which $50 billion represented 
intercorporate holdings. The adjusted total of $250 billion (corresponds to the Securities and Exchange 
estimate of $268 billion) included $232.5 billion of common stocks and $17.5 billion of preferred stocks. Of 
the $250 billion total market supply, over $150 billion of stocks were traded on exchanges. Stocks valued at 
$184.2 billion were held by individuals and the balance of $65.8 billion were held by institutions. Dr. 
Friend’s estimates are published herein with the consent of Fortune magazine. 

3 Estimates of the Division of Trading and Exchanges of the Securities and Exchange Commission, 
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TABLE 1.—Estimated holdings of common and preferred stocks, at market values, 
Dee. 31, 1954 


[Billions of dollars) 


Common Preferred 
stock hold- 


ings 


Total stock 


stock hold- | 
ings holdings 


Life insurance compan 

Property and liability insurance companies 

Savings banks and commercial banks 

Open-end investinent companies ; 
Closed-end investment companies. __-..................- aha 
Self-insured pension funds and trusts__-.____-.. | 
Religious, educational and charitable funds. -- 

Personal trusts, bank administered 


Total institutional holdings_--- i ci ceniinan 
Foreign holders of United States securities 
Individual investors 


| 


DP oOo 
“VOoewnw@ww- 
“Ip HOO 
ooeoace.o 


i 


S| 


> 
P| Se 
a] ane 


Total potential market supply 


& 


| ES 


Source: Estimates compiled by the Division of Trading and Exchanges, Securities and Exchange Commis- 
sion. In most respects these are reasonably consistent with estimates arrived at by the New York Stock 
Exchange (see table 6) and by Dr. Irwin Friend for Fortune magazine. 


INDIVIDUAL AND Faminty Stock Ho.pines 


NUMBER AND DISTRIBUTION OF PERSONAL HOLDINGS OF STOCK 


Based upon a survey conducted in late 1954, the New York Stock 
Exchange estimated that 7,500,000 individuals own shares of publicly 
held corporate stocks.’ No attempt was made to determine classes 
and types of shareholders within the total. To do this we must rely 
on studies based on data compiled in 1952 by The Brookings Institu- 
tion for the New York Stock Exchange. Additional studies were 
made by the Survey Research Center of the University of Michigan 
which conducts the Survey of Consumer Finances for the Federal 
Reserve Board.‘ 

In its 1952 study, The Brookings Institution estimated that 
6,490,000 individuals representing 4,750,000 family spending units 
owned publicly held corporate stocks. Three million persons in 
2,300,000 family units held stocks of closely held corporations, 
although many of these also owned publicly held shares. The Sur- 
vey Research Center of the University of Michigan estimated that in 
1952, 7 percent of all American families held shares of publicly owned 
corporations only; 3 percent held stocks of privately owned corpora- 
tions only, and 1 percent owned shares of both types.° On this basis, 
11 percent of all American families owned corporate stocks in 1952. 

According to the Brookings survey in 1952, 55 percent of the family 
units with combined annual incomes of $10,000 or over had one or 
more stockowners; in the $5,000 to $10,000 bracket, 20 percent; and 
in the $4,000 to $5,000 range, only 7 percent. The percentages were, 
of course, smaller in the lower income groups, but, surprisingly 
enough, the survey indicated that 220,000 families with incomes of 


3 Statement of G. Keith Funston before Senate Banking and Currency Committee, March 3, 1955. 

4 Lewis H. Kimmel, Share Ownership in the United States, The Brookings Institution (1952); Katona, 
et al., Stock Ownership Among American Families, Michigan Business Review, January 1953. 

5 “Shares of ublicly owned corporations,”’ “publicly held (owned) stocks,” or similar terms, are con- 
sidered in the Michigan study and in the Brookings survey as including all corporate stocks available for 
investment by the general public. Privately held stocks are not freely marketable. Stocks held in trusts 
for the benefit of individuals are treated in the Brookings study as individual holdings. Such stocks are 
excluded from individual assets in the Survey of Consumer Finances and the Michigan study. 
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less than $2,000 held shares of stock. The proportion of share owner- 
ship was highest among administrative, executive, and professional 
people and also in the smaller families. Share ownership was more 
prevalent in cities with populations ranging from 25,000 to 100,000 
than in larger cities and small towns and rural communities. Never- 
theless, rural areas accounted for 1,630,000 individual stockholders. 

As previously indicated, the Michigan study showed that in 1952 
only 7 percent of all American families owned publicly held stocks. 
The dollar value of these holdings was distributed as follows: 


Percent of ali 
families owning 
Families owning publicly held stocks worth: © publicly held stocks 
Less than $500 


$10,000 to $24,999 
$25,000 and over 
Been ae-net-eeoeninele | = 6 nc os cawse ns oss cree diweteucdweweviwd 


According to the Michigan study, families owning $25,000 or more 
of publicly held stocks owned over 80 percent of the dollar value of 
such stocks so held. Thus, since only 7 percent of all families owned 

ublicly held stocks, and since 8 percent of this group:owned over 
our-fifths of the total, the net result appears to be that less than one 
ercent of all American families owned over four-fifths of all publicly 
eld stocks owned by individuals.® 

In their comprehensive study, Messrs. Butters, Thompson, and 
Bollinger of Harvard University, arrived at the following estimates 
as of 1949: 

(a) Spending units with incomes of $50,000 and over—approximately one-tenth 
of 1 percent of the population—held about 35 percent of all privately owned 
marketable stock. 

(6) Spending units with incomes of $25,000 and over—approximately one-half 
of 1 percent of the population—held slightly over half the marketable stock owned 
by private investors. 

(c) Spending units with incomes of $15,000 and over—approximately the top 1 
or > the population—held about 65 percent of all privately owned market- 
abie Stock, 


This study then concluded: 


These figures would all be several percentage points higher if stock managed 
by corporate trustees for individual beneficiaries were included in the total. 

There is no evidence of any marked change in the concentration of marketable 
stockholdings by income groups between 1949 and 1952.8 


There are opportunities for significant error which are ever present 
in any sampling and estimating process. However, the concentration 
of individual stock ownership in the upper income brackets would 
be even higher than indicated by the Harvard study if there were 
included as individuals the beneficiaries of personal trusts. These 
funds are highly concentrated in the top income groups.® 

¢ The Michigan study pointed out the possibilities of substantial error inherent in the sampling techniques 
and estimating procedures employed. It emphasized that the results should not be considered as precise 
measures of concentration, but rather as indications of the general order of magnitude of the quantities 


involved. 
7? Butters, et al., Effects of Taxation: Investments by Individuals (Riverside Press, Cambridge), 1953, 


p. 440, 
» § Ibid. 
¢ * Tbid., p. 381. 
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THE TREND OF INDIVIDUAL INVESTMENT 


The Brookings survey showed that approximately two-thirds of the 
6,490,000 individual owners of publicly held stocks in 1952 had held 
stocks continuously since World War II or earlier; 20 percent became 
stockholders after 1948, and 6 percent became stockowners for the 
first time in 1951. 

Both the New York exchanges have taken steps to popularize stock 
ownership in the lower and middle income groups. In January 1954 
the New York Stock Exchange inaugurated its monthly investment 
plan, and on its first anniversary there were 29,415 plans in operation 
which had accounted for the purchase of 330,000 shares worth $11.5 
million. If all of these plans are completed, they will amount to a 
total investment of $68 million. 

The American Stock Exchange is also “. . . bending every effort to 
cultivate a greater interest in securities by persons in the lower and 
middle income groups.” Recently it distributed a series of booklets 
produced by the National Association of Investment Clubs to acquaint 
its membership with the investment club movement which was 
designed to facilitate the purchase of common stocks by small in- 
vestors.'° The association’s report of October 1, 1954, listed 310 
clubs with assets of over $1 million. In January 1955 there were 
416 clubs with about 5,200 members depositing about $20 for each 
member per month. 

The Survey Research Center has surveyed consumer opinion as to 
the wisest thing to do with additional money not needed for living 
expenses—whether to put it in a savings account, buy Government 
savings bonds, invest in real estate, or buy common stock. The 
results of these surveys showed that since 1949 increasing percent- 

es of consumer spending units favored common stocks until 1954 
when the trend appeared to change. It should be noted, however, 
that the 1954 survey was conducted early in the year when industrial 
activity was at its recession low. 

The results of the surveys are summarized as follows: 


Percentages of consumer spending units preferring common stock 


Percent 


Nore.—Includes only spending units with incomes of over $3,000. 


Source: 1954 Survey of Consumer Finances, reprinted from Federal Reserve Bulletin for March, June, 
and July, 1954, issued by the Board of Governors of the Federal Reserve System (Washington, 1954). 


The latest survey sponsored by the New York Stock Exchange 
indicated that the number of individuals owning stocks of publicly 
held corporations in 1954 had increased by a million since the Brook- 
ings estimate of 6% million in 1952. However, it does not appear that 
the increase in numbers of individual shareholders has been matched 
by the dollar volume of individual purchases of stocks. Table 2 shows 
that annual rate of net purchases of stocks by individuals declined 
by about a billion dollars between 1951 and 1954. During the same 
pews the rate of institutional net purchases increased by about $700 
million. 


” Report of the President of the American Stock Exchange for 1953-54, pp. 2, 10. 
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TasLe 2.—Estimated net purchases of common and preferred stocks 
[Billions of dollars] 


uirchases by: 


Total net additions to common and preferred stocks outstanding..| 2.70 


Source: Estimates prepared by the Securities and Exchange Commission, 


Fortune’s estimates of the distribution of ownership of common 
and preferred stocks indicates that institutional stock holdings in- 
creased more than those of individuals between December 1952 and 
December 1954. Table 3 shows the market values of all stocks held 
by institutions and individuals on these two dates. 


TaBLe 3.—Estimated distribution of ownership of common and preferred stocks as 
of Dec. 81, 1952, and Dec. 10, 1954." 


Market values in billions | Percentage 
f dolla 


of dollars increase 
Class of holder 


atari rr 
Dec. 31, 1952? |Dec. 10, 1954 3 


Institutions 46.0 65.8 43.6 
Individuals . 184.2 27.9 


Total potential market supply 190.0 250. 0 31.6 


1 These totals exclude $40 billion in 1952 and $50 billion in 1954 of permanent investments by certain corpo- 
rations in the stocks of other corporations. Normally these shares would not appear on the market and they 
constitute a form of double counting. 

2 Source: Irwin Friend, New Influences in the Stock Market, Fortune, March 1953, p. 108. 

+ Source: Fortune, March 1955, Wall Street Notes, p. 77; and in published data furnished Fortune under 
date of Dec. 11, 1954, by Irwin Friend, published with the consent of Fortune, 


Tables 2 and 3 appear to support the belief that there has been an 
increasing tendency in the past several years for individuals’ invest- 
ments in corporate stocks to become “institutionalized.”’ 


INSTITUTIONAL Stock Ho.pIneés 


The term “‘institutional’’ investors as used herein includes insurance 
companies, savings banks, investment companies, pension funds, 
personal trusts, and nonprofit institutions. Table 1 above shows the 
amounts of common and preferred stocks estimated to have been 
held by the various types of institutions as of December 31, 1954. 


THE GROWTH OF INSTITUTIONAL PURCHASES 


The impact of institutional investment upon stock prices has been 
the subject of much discussion during the recent bull market. During 
the past 14 years there appears to have been a pronounced upward 
trend in common-stock buying by institutions. The rate was 
stepped up after 1950 when State laws were amended to permit 
trustees, life insurance companies, legal trusts, and others to purchase 
stocks under either the so-called prudent-man rule or other limitations. 
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Of perhaps the greatest importance have been the increased amounts 
of pension funds seeking investment outlets and the increasing public 
acceptance of the open-end investment companies. ‘The annual net 
purchases of common stock by institutions from 1940 to 1952, together 
with projections through 1955, are shown in chart 1. 

The amounts of net purchases of common stock by the various 
types of institutions for the years 1940 through 1952 were estimated 
with the aid of a comprehensive survey conducted by Fortune in 
1952. It will be noted that the aggregate volume of net purchases 
of common stock by all financial organizations and institutions in- 
creased from an annual rate of only about $100 million a year in 
1940 to about $1.1 billion in 1952. Projections to 1955 prepared at 
the same time carried the level of net purchases to more than $1.4 
billion. More recent estimates, without the benefit of a similar sur- 
vey, indicate that institutions may have reached the $1.5 billion level 
of annual net purchases in 1954." 

The types of institutions most directly responsible for this trend 
are the open-end investment companies, the bank-administered per- 
sonal trusts, and the pension funds. The bank-administered personal 
trusts held $12.6 billion of stocks at the end of 1929 and $37.8 billion 
at the end of 1954 (table 6). Stock prices on the average were not 
much higher in 1954 than in 1929. On June 29, 1940, 1,540 national 
banks having fiduciary powers held 71,062 living trusts. On Decem- 
ber 31, 1953, 1,513 national banks with fiduciary powers held 100,246 
living trusts.” 

In 1940 there were 68 open-end investment companies with 296,056 
shareholder accounts. At the end of 1954 there were 115 open-end 
companies with 1,703,846 shareholder accounts. Sales of new shares 
of their own stocks to the public, less repurchases of their outstanding 
shares, increased from $47.7 million in 1942 to $463.1 million in 1954. 
Total net sales from 1910 to 1954 brought in $3.3 billion of new funds 
for investment.” 

Pension funds have experienced an equally impressive degree of 
expansion. The number of insured pension plans increased from 
10,650 at the end of 1949 to 15,730 on December 31, 1953. These 
are administered by the life-insurance companies. The noninsured 
pension trusts administered by banks and trust companies increased 
from 1,939 at the close of 1949 to 4,890 at the end of 1953." The 
stockholdings of the noninsured pension funds rose from $800 million 
in 1949 to $3.1 billion in 1954 (table 6). The net acquisitions of 
stocks by open-end investment companies, noninsured pension funds 
and bank-administered personal trusts in 1954 were estimated by the 
Securities and Exchange Commission at $1.2 billion (tables 4 and 5). 


11 The later estimates of annual net purchases of common stock by institutions for 1954 were Srepesed 
by Irwin Friend for Fortune magazine under date of December 11, 1954. This information is published 
with the consent of Fortune. ‘ 

#2 Annual reports of the Comptroller of the Currency for 1940 and 1953, 

4 R. Duane Saunders, Government Statistics in the Corporate Pension Trust Picture, Proceedings of 

usiness and Economic Statistics Section of the American Statistical Association, Septem ber 1954. 
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Cuart 1 


ANNUAL NET PURCHASES OF COMMON STOCK 
BY FINANCIAL ORGANIZATIONS AND INSTITUTIONS 
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. Irwin Priend, "New Influences in the Stock Market". 





March 1953 


* The Division of Trading and Exchanges of the Securities and Ex- 
change Commission has made estimates of net purchases of common 
stocks by institutions for the years 1951 to 1954, inclusive. These 
are shown in table 4: 
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TaBie 4.—Net purchases of common stock by class of investor ' 
(Millions of dollars) 


2,520 | 1,990 


1 No adjustment has been made for purchases by nonfinancial corporations. 
2 Estimates are tentative. 


Table 5, which also was prepared by the Division of Trading and 
Exchanges of the Securities and Exchange Commission, shows the net 
poeenares ot preferred stocks by institutions for the years 1951 to 1954, 
inclusive. 


TasBLe 5.—Net purchases of preferred stock by class of investor ' 
[Millions of dollars) 


Class of investor 


Life-insurance companies 

Other insurance companies 
Investment companies, open end 
Corporate pension funds 
Personal trust funds * 


1 No adjustment has been made for purchases by nonfinancial corporations. No estimates available for 
nonprofit institutions. 
‘ tes are tentative. 


From estimates prepared by the SEC, included in tables 2, 4, and 5, 
it appears that net purchases of common and preferred stocks b 
institutional investors totaled about $1.83 billion in 1954. This is 
substantially lower than the $3.0 billion of net institutional pur- 
chases estimated by the New York Stock Exchange.“ The major 
sage mms between the Exchange’s figure and that of the SEC lies 
in differences in estimates of net purchases by bank-administered 
personal trusts. The SEC total of $1.52 billion in net purchases of 
common stocks by institutional investors compares with the $1.5 
billion estimated for Fortune magazine by Irwin Friend." 

The total net purchases by institutional investors in 1954 was 
probably between 2 and 2% billion dollars. This can be no more than 
an informed guess, however. Much additional information needs 
to be gathered before any kind of a truly reliable estimate can be made. 


“ G. Keith Funston, op. cit. 
See footnote 15. 





06 FACTORS AFFECTING THE STOCK MARKET 


THE GROWTH OF INSTITUTIONAL STOCK HOLDINGS 


Reflecting both rising share prices and the stepped-up rate of stock 
purchases beginning in 1950, the stock holdings of institutions, which 
are carried at market values, have more than doubled since 1949. 
At the elose of that year, their share holdings totaled approximatel 
$32 billion. On December 31, 1954, the market value of their ante 
investments aggregated $66 billion. The New York Stock Exchange 
has estimated that approximately 80 percent of the apparent increase 
in holding of $34 billion may be attributed to market appreciation, 
and that the balance of 20 percent represents net additions to stock 
holdings through purchases of shares and the acquisition of new in- 
vested funds. However, institutions have been purchasing stocks 
at generally rising prices from 1949 through 1954, and information 
showing the market appreciation of institutional stock holdings occur- 
ring subsequent to acquisition has never been compiled. Conse- 
quently, it appears that the estimate of 20 percent for net additions 
is probably on the low side. 

n table 6 the Exchange has traced the growth of stock holdings of 
certain institutions by selected years from 1900 to 1954, and for 
others from 1949 to 1954. 


TABLE 6.—Estimated institutional holdings of equity securities ! 


[For selected years, in millions of dollars] 


Year-end market value 


| 


Type of institution 


| 1900 | 1920 | 1990 | 2044 1949 oso | 153 | 


Life insurance companies. -.--.-.--...- $59 | $299 76 | $1,718 | $2,446 | $2,573 
Fire and casualty insurance com- 
118 | 1,496 ; 2 os 4,366 | 4,501 


Open-end investment companies- --- \ 0| 2224 3,700 | 3,900 
Closed-end investment companies. -- ’ 1,090 | 1,030 
Mutual savings banks. 47 150 157 336 431 


Bank administered personal trust 
A 602 | 12, 566 | 12, 921 17, 500 | 20,000 | 25,900 | 26, 700 


Subtotal 826 16, 735 | 16,296 | 19,965 | 27,500 | 37,838 | 39, 135 55, 570 
Pension funds (noninsured) 2 (2) (2) (2) 800 | 1,700} 2,000 
College-university endowmentfunds.| (2) (3) (2) () 1,100 | 1,650) 1,750 
Foundations, religious, and other 
charitable organizations 2,900 | 3,500 | 3,600 


32, 300 | 44, 688 | 46,485 | 66,270 











1 Includes unlisted stocks as well as those listed on the New York Stock Exchange, and other exchanges. 
Data for 1954 are reasonably consistent with estimates of the SEC. (See table 1.) 
3 Data not available. 


1% Statement of G. Keith Funston, president of the New York Stock Exchange, before the Committee 
on Banking and Currency, United States Senate, March 3, 1955. 
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STOCKHOLDINGS OF CORPORATE MANAGERS 


The regulations of the Securities and Exchange Commission require 
companies whose securities are listed on amit yes to report the 
amounts of their stocks which are owned beneficially by their officers 
and directors and by any stockholders who own beneficially 10 
percent or more of any class of a company’s stock.” The General 
Appendix contains a tabulation dated December, 1954 by Hemphill, 
Noyes & Co. of the reported holdings of the stocks of 1,043 corpora- 
tions which have common shares listed on the New York Stock 
Exchange." These companies had 3 billion shares of common stocks 
outstanding, of which 175 million, or 6 percent, were held by officers 
—< directors. Large stockholders owning 10 percent or more of the 

eee stocks held 200 million shares, or about 7 percent of the 
tota 

The size of holdings of officers and directors appeared to vary 
inversely with the size of the share capitalizations of the companies. 
Only 239 companies, or 23 percent of the total number, with out- 
standing common stocks of about 1.4 billion shares (45 percent of the 
3.0 billion shares of 1,043 listed companies), had 1 percent or less of 
their common stocks held by their ious and directors. The officers 
and directors of 307 companies, or 30 percent of the number of 
companies, with outstanding common stock of 834 million shares 
(28 percent of the 3.0 billion shares), held from 1 to 5 percent of 
their companies’ common stocks. Three hundred thirty-two com- 
panies (32 percent of the total number) had 10 percent or more of 
their common stocks in the hands of officers and directors. However, 
the aggregate outstanding common stocks of these companies totaled 
only 490 million, or 16 percent of the total for the 1,043 listed 
companies. 

The 200 million shares of common stocks held by the large stock- 
holders (those holding 10 percent or more) represented the shares of 
235 of the 1,043 companies covered by the study, or 22 percent. These 
large holders included personal holding companies, industrial com- 
panies, publicly owned holding companies, and individuals. Two- 
thirds of the companies reporting large stockholders reported holdings 
of officers and directors of 5 percent or less. 

The regulations of the Securities and Exchange Commission also 
require reporting of the changes in the stockholdings of officers and 
directors and large shareholders. These have not been analyzed in 
several years. However, the New York Stock Exchange undertook 
a study for 1954 of most large transactions and transactions of special 
public interest which involved stocks listed on the big board. The 
results are set forth in table 7 

17 Rules X-16A-1 to X-16A-10 promulgated by the Securities and. Exchange Commission under the Secu- 


rities Ex Act of 1934. Officers and directors usually report all their indirect interests in the stocks of 
their com es, such as trusts, relatives’ holdings, holdings in foundations, etc., which could be construed 


as benefi 
18 Includes all com ies with stocks listed on the New York Stock Exchange, except 3 foreign companies 
and 24 other com ies whose securities are very inactive. 
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TaBLe 7.— Management ownership—changes in holdings of officers, directors, and 
beneficial owners a percent or more of any class of stock during the year 1954, 
New York Stock Exchange listed stocks 


Shares 


Disposed of 
or sold On balance 
Total for year 10, 609, 895 —495, 893 
January to October, inclusive. 8, 194, 388 +53, 732 
November and December 2, 415, 507 — 549, 625 


——————— —= 
3, 021, 981 —132, 879 
January to October, inclusive 2, 718, 177 — 387, 748 
November and December 558, 673 303, 804 +254, 869 
1 36, 404 +519, 106 


January to October, inclusive 
November and December. 


Gifts and contributions (directly to, or from, officers, directors 
= large stockholders): 
ear 


January to October, inclusive 
November and December 


Shares indirectly, but beneficially owned by directors and 
officers: 


January to October, inclusive 
November and December 


Corporations, foundations, and other beneficial owners of 10 
Deeoent or more: 


January to October, inclusive 
November and December 


Stock distributions, exchanges and liquidations, officers, 
a > tors, and large stockholders: 
ear 


January to October, inclusive 
November and December 


1 Shares taken up in exercise of options and later sold. 
Source: New York Stock Exchange. 


The transactions by officers and executives in the stocks of their 
companies may assume increasing importance as a factor affecting 
the prices of individual stocks. The liberalization of the tax rules 
governing “restricted”? stock options in the Revenue Act of 1950 
opened the way for salaried executives to amass sizable accumula- 
tions of their companies’ stocks. Prior to 1950 the spread between 
the option price and the market price of the stock on the date the 
option was exercised was genereny taxable—at the time of purchase— 
as ordinary income. Only the additional profits realized when the 
stock was sold at a later date received the more favorable capital- 
gains tax treatment. 

Under the Revenue Act of 1950, if the option is “restricted” to 
meet certain limitations imposed by the statute, all profits realized 
upon exercise of the option and subsequent sale of the stock received 
are taxed at the capital-gains rate and the profits are not taxed until 
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the stock is sold. Distributions of a company’s stock are also made 
in connection with arrangements for deferred compensation similar in 
character to profit-sharing and eae plans. pical of these are 
so-called stock bonus plans, ere these meet the qualifications 
of the tax law, employer contributions are deductible at the time 
7 are made. The employee is taxed only at the time the stock 
is distributed to him. To qualify for this preferential tax treatment, 
certain conditions must be met. For example, the employee may not 
have more than a 10 percent stock interest at the time the option is 
granted, unless the option price exceeds 110 percent of the market 
value of the stock at the time the option is granted. Moreover, 
the option cannot be exercised for at least 2 years after it is granted 
and the option price must be set at no less than 95 percent of the 
stock’s market price at the date of granting. Since 1950 nearly 
400 sizable companies have offered “restricted’”’ stock options to their 
officers and key employees. If the option price is between 85 and 
95 percent of the value of the stock at the option date, capital gains 
treatment applies to only a portion of the gain realized upon sale 
of the stock. 

Some corporations prefer to compensate their executives with stock 
bonuses. A notable exponent of the bonus plan is the General Motors 
Corporation which purchases 2,000 shares of its common stock on the 
New York Stock Exchange every business day for this purpose. 


Recent TRENDS IN Stock TRADING BY INDIVIDUALS 


One of the central questions concerning the recent increase in stock 


— is the extent to which speculation by the public has increased. 


e recent public-transaction studies of the New York Stock Exchange 
vo to shed some light on this question (see at to this 

apter). These studies were prepared on the basis of 2-day periods 
in September 1952, March 1953, March 1954, and December 1954. 
The 1954 studies are particularly significant since they compare indi- 
vidual public transactions at two stages of the recent bull market. 

Table 8, taken from the New York Stock Exchange’s study, com- 
pares the proportion which each type of transaction formed of all 
transactions. It indicates that between March and December of 
1954, the proportion of trading transactions (less than 30 days) by 
public individuals rose over 58 percent, and the percentage of short- 
term transactions (1 to 6 months) increased more than 45 percent. 
On the other hand, the proportion of long-term investment (over 6 
months) fell off nearly 9 percent. 
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Similar indications of increases in less than 6 months’ trading by 
individuals between March and December of 1954 may be seen in 
table 9. Total volume increased 89 percent during this period. How- 
ever, the volume of less-than-30-day transactions rose 199 ivy 
and 1 to 6 months’ transactions, rose 174 percent. The volume 
over 6 months’ transactions increased by only 71 percent, 


TaBLe 9.— Volume of stock transactions on the floor of the New York Stock Exchange 


[Thousands of shares} 


Sept. 10 and{Mar. 18 and| Mar. 17 and! Dec. 8 and 
17, 1952 25, 1953 24, 1954 15, 1054 


Grand total (purchases and sales) 
Public individuals 


Trading (30 days) 
Short-term investment (1 to 6 months) 
Long-term investment (over 6 months) 


I Lit Rint ctnsndadbausnaveleiiiianansmebense 
Nonmember broker/dealers 


New York Stock Exchange members-_-..........-......- 


Dealers (specialists and odd-lot firms) ; 1, 170 
Member trading (floor traders) ................. “ 37 742 


Note.—The data for share volume included in this table were derived by the exchange from projecti ting 
the reported and classified replies from the public transaction studies to a total for all public business, 
combining that with the 100 percent totals reported by members on their own transactions. 


Source: New York Stock Exchange. 
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In addition to the marked rise in the less-than-6-months’ trans- 
actions, there was also a rise in margin trading and a decline in cash 
transactions. Table 10 indicates that between March and December 
1954, the proportion of margin trading rose from 42.4 to 52.5 percent 
while the percentages of cash transactions by public individuals fell 
from 57.6 to 47.5 percent. 


TaBLe 10.—Cash versus margin transactions of public individuals, by income 
groups—New York Stock Exchange 


[Percentage distribution] 











1952 ! 1953 
Percent Percent 
Total classified: Individual transactions. ------.---..-- ‘ 100.0 
———————S=!=S|_bO§Hpn=|==——_=[aa2_=_=&—OD=L==_—— 

EE ae eS <a aE 65.8 
Estimated annual income: 

EE  ccnbcligcccccdestnbocssentesss 6.6 

fe eee SS eee 16.8 

RE Gadccrubescussccencceisdsece. 20.3 

at) eee Se ee ee 22.1 

Margin transactions, total....--.------.--.--------------- 34.2 
Estimated annual income: 

DT c.ciedcesnest>citncckachesbsupense 2.3 

ES SERENE avo ees pepe vee cy nee eee ye 9.3 

ST SEER ren eoneiitey psremarcroc: 10.8 

SD GIR. wh 5h SS ee 11.8 








1 Data for Sept. 10 and 17, 1952, based on type of account rather than type of transaction. As it is possible 
to process cash transactions through margin accounts but not to process margin transactions through cash 
accounts, the proportion of margin transactions in the 1952 survey could have been less but could not have 
been more. 


Source: New York Stock Exchange. 
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The December 1954 survey also attempted to survey the motiva- 
tions for the purchase of stocks. Table 11 shows that during the 
2-day period in December 1954, less than 10 percent of individual 
purchasers of stocks indicated income return as the reason for their 
purchase. All others listed profit or capital gain as their motivation. 
Of course, many of those giving long-term (over 6 months) gains as 
the reason may have been thinking in terms of appreciation over a 
number of years. Nevertheless, it would seem that income, normally 
& major consideration in investment decisions, played only a minor 
role among the reasons for the purchase of ru during the 2 days 
studied in December. 


TaBLe 11.—Distribution of shares purchased by indicated reason for purchase, 
public individuals only, 
combined) 


ew York Stock Exchange (Dec. 8 and Dec. 15, 1954, 


classified 
rt sale 
uick profit (less than 30 days) 
8 -term gain (1 to 6 mon 
Long-term gain (over 6 months) 
Income return. 


Source: New York Stock Exchange. 
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Increases in margin transactions and less-than-6-month trading by 
the public, may be regarded as signals of rising speculation. The 
fact that a person buys stock on margin or sells stock after holding it 
only a short period of time does not necessarily mean that he is 
“speculating.” There are valid investment reasons for short-term 
trading and increasing the use of credit. Nevertheless, a person whose 
primary purpose in buying and selling common stocks is anticipation 
of quick capital gains rather than dividend income will be more likely 
to use credit and do more short-term trading. 

When more and more people turn to the stock market for quick 
profit rather than investment income, with an increasing reliance on 
credit, speculative excesses are likely to develop. 
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APPENDIX A 


1955 PUBLIC TRANSACTION STUDY 
December 1954 


A Survey or Stock TRANSACTIONS ON THE New York Stock EXcHanae, 
DeceEMBER 8 AND 15, 1954 


Prepared by the New York Stock Exchange in collaboration with its members and 
member firms, January 1955 


INTRODUCTION 


The New York Stock Exchange has just completed the fourth in a series of 
selected 2-day surveys on transactions by the — Incorporated with this 
information are data taken from the regular weekly reports of members and mem- 
ber firms filed with the New York Stock Exchange. 

The analysis of trades for December 8 and 15 was made possible through the 
cooperation of our members, member firm partners and officers, and registered 
representatives. More than 80,000 detailed reports were filed on the public 
transaction studies alone for the 2 days involved. 


DEFINITIONS 


ne following definitions are essentially the same as those used in preceding 
studies: 

(1) Public individuals.—Persons other than members or member firm partners 
of the New York Stock Exchange, or nonmember broker/dealers and institutional 
investors. 

(2) Public institutions —Insurance companies, banks (including orders placed 
by individuals through banks), investment trusts, educational and charitable 
institutions, corporations, fiduciaries, etc. 

(3) Nonmember broker/dealers.—These are securities brokers not members of 
the New York Stock Exchange. In some tables, such as geographical distribution, 
nonmember broker/dealers are included with institutions. 

(4) Public trading transactions.—Transactions by the public which have been or 
probably will be closed out within a 30-day period, plus all reported short sales and 
purchases to close out short sales. 

(5) Public investment transactions.—All transactions by public other than 
‘trading transactions.”” Investment transactions are subdivided into— 

(a) Short-term investment: A transaction which has been or probably will 
be closed out between 30 days and 6 months. 

(b) Long-term investment: A transaction which has been or probably will 
be closed out in not less than 6 months. All transactions where income return 
was the principal reason for purchase are also included. 


MARKET TREND ON SELECTED DAYS 


For the 8 days covered by public transaction studies over the last 2% years, 
reported volume has ranged from just slightly over 1 million shares on September 
17, 1952, to more than 4 million shares on December 8, 1954. Overall prices, 
as reflected by 2 well-known stock averages, increased on 3 days, and decreased 
on 5 days, as shown briefly in the table below: 


Reported volume and selected stock averages 


Dow-Iones 30 Standard & Poor’s 
industrials 90 stocks 


Day’s 


33 
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Part 1. Summary or FInpINGs 


The reported volume on the New York Stock Exchange on December 8 was 
4,159,940 shares and 2,736,225 shares on December 15, 1954. 

By counting both sides of each transaction in round lots—both reported and 
nonreported—and, in addition, including public odd lots (purchases and sales) 
the total business done on the floor of the New York Stock Exchange for the 
2 days totaled 15,392,000 shares (9.3 million on December 8 and 6.1 million on 
December 15). 

The data in the summary tables in this report are derived from 2 separate 
sources: (1) the 4 public transaction studies, which accounted for public trans- 
actions; and (2) regular members’ reports to the New York Stock Exchange on 
Forms 120 and 121, accounting for 100 percent of all members and member firms’ 
round-lot transactions. 

The relative importance of each of these two major sources of data, as well as 
the extent to which the returns submitted on the public transaction studies com- 
prise a sample of all the public transactions on the days selected, are shown in 
the tables below. 


Total shares purchased and sold on the floor of the New York Stock Exchange 


{In thousands of shares] 


Sept. 10 and | Mar. 18 and | Mar.17and/| Dec. 8 and 
17, 1952 25, 1953 24, 1054 15, 1954 


Members and member firms 
Total public 


Reported on public transaction studies 
Unaccounted f 


PROPORTION OF PUBLIO BUSINESS REPORTED ON PUBLIO TRANSACTION STUDIES 


Percent reported to total public volume 01.4 | 91.6 | 90.1 83.6 


Public business done on the exchange originates from three major sources— 
public individuals, public institutions, and nonmember broker-dealers. 

In addition, members account for approximately 20 percent of all volume, 
primarily for the performance of their function of serving the public. This 
includes transactions by specialists acting as dealers, transactions by odd-lot 
dealers to offset public buying and selling in odd lots, and members trading for 
their own account—originating both on and off the floor. 

The relative importance of each of these major segments of our total volume 
is shown in the following table: 
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Percentage distribution of share volume! on the floor of New York Stock Exchange 


Sept. 10 and | Mar. 18 and | Mar.17 and | Dec. 8 and 
Principal sources of bustness I 25, 1953 24, 1954 15, 1954 


wn 


Public individuals 


o 
aw 


Trading transactions 
Short-term investment (1 to 6 months) 
Long-term investment (over 6 months) .... 


~~ 
Foe) x 
onmwio 
B=} 
oo). 


8 
-—wl soo 


Institutions 
Nonmember broker-dealers. cet 
New York Stock Exchange members. 


Dealers (specialists and odd-lot firms) 
Member trading 


Ras 


Pp] ee 


11.8 
7.5 


100.0 / 


~ 
“ee 
-o 


1 Includes round and odd lots. 


The above table was derived from peqgocting the reported and classified replies 
from the public transaction studies to a total for all public business, and combin- 
ing that with the 100 percent totals reported by members on their own trans- 


actions. 
The projected totals follow, compared with the actual number of shares reported 


and classified. 
Share volume, as projected 


{In thousands of shares] 


Sept. 10 and | Mar. 18 and | Mar.17and/ Dec. 8 and 


Trading transactions. 
Short-term investment (1 to 6 months) 
Long-terminvestment (over 6 months)....- 


Institutions 


Share volume, as reported and classified 
{In thousands of shares) 


Sept. 10 and | Mar. 18 and | Mar. 17 and 
17, 1952 25, 1953 24, 1954 


Trading transactions 

Short-term investment (1 to 6 months) 

. Long-term investment (over 6 months) ...-- 
Not classified 


Institu 
Nonm 
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In the latest survey, based on transactions reported and classified, banks— 
acting primarily as agents for their personal trusts, pension funds, custodial 
accounts, ctc.—sold almost 94,000 shares more than they purchased, as shown in 
the table below. 

New York Stock Exchange members as well as nonmember broker-dealers also 
sold more than they purchased. 


Comparison of shares purchased with shares sold— Based on transactions reported and 
classified 


Sept. 10 and | Mar. 18and | Mar. 17and 
17, 1952 25, 1953 24, 1954 
Public individuals: 
Trading transactions: 


o_O opal 315, 637 180, 225 537, 569 
PA ae cttinch aveditecesscsctionges 270, 337 253, 382 667, 106 


Difference : | 445, 300 —73, 157 —129, 537 





Investment transactions: 
Short term (1-6 months): 
216, 095 613, 995 363, 780 1, 144, 474 
349, 114 555, 100 435, 176 872, 313 


+58, 895 —71, 396 -+272, 161 


Long term (over 6 months): 
ONIN: < -sinaccosnih enliiiniiaibingteitibenina dip 1, 195, 392 1, 779, 111 1, 327, 116 2, 135, 171 


986, 091 1, 519, 054 1, 223, 704 1, 885, 078 
+260, 057 +103, 412 +250, 093 





Banks: 
Purchases “a 216, 360 252, 266 307, 581 310, 861 
Sales : 216, 072 331, 315 280, 956 404, 570 


Difference —79, 049 +26, 625 —93, 709 


Mutual funds: 
134, 115 103, 830 99, 075 


83, 525 99, 498 65, 674 


+50, 590 +4, 332 +33, 401 


ooo 


Closed-end investment trust: 
Purchases 5 36, 797 60, 843 24, 851 
; 45, 060 26, 890 29, 856 
—8, 263 +33, 953 —5, 005 
26, 210 63, 434 86, 928 
31, 495 28, 843 65, 107 
—5, 285 +34, 591 +21, 821 


Nonmember broker/dealers: 
Purchases 201, 385 146, 632 237, 165 
‘ 224, 518 171, 223 261, 648 


—23, 133 — 24, 591 —24, 483 


Members: 
894, 535 841, 157 1, 526, 320 
1, 017, 960 808, 000 1, 575, 390 


Difference —123, 425 +33, 157 —49, 070 


A comparison of cash and margin transactions of public individuals is shown in 
the following table: 
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Cash versus margin transactions of public individuals, as projected 
[In thousands of shares) 


Sept. 10and | Mar. 18and | Mar.1i7and | Dee. Sand 
17, 1952! 25, 1953 15, 1054 


Total volume... 8, 196 | 15, 392 


Institutions and broker/dealers \ ’ 3, 574 | 5, 704 
Public individuals | , 6 ¥, 508 


Cash transactions..-_..............-... ew : , 346 | , 662 | 4, 559 
Margin transactions....................-..- y , 980 | 5, 039 


Public individuals’ transactions: 
As ereeat of public individuals’ volume: 





1 Data for Sept. 10 and 17, 1952, based on type of account rather than type of transaction. 


The biggest single source of volume on the New York Stock Exchange comes 
from public individuals buying for cash on a long-term investment basis. 


Cash versus margin transactions of public individuals by long- or short-term investment 
—as projected 


{In thousands of shares] 


i 


Sept. 10and | Mar. 18and | Mar.17and/ Dec. 8 and 
17, 1952 25, 1953 24,1954 | 15,1954 
Total volume 


Institutions and broker-dealers................- 
Public individuals 


Cash transactions, total 
Trading transactions 
Short-term investment (1-6 months). .. 
Long-term investment (over 6 months). 


Margin transactions, total 





Trading transactions 
Short-term investment (1-6 months) _ . 
Long-term investment (over 6 months). 





PERCENTAGE DISTRIBUTION 


Sept. 10 and | Mar. 18 and | Mar.17and| Dec. 8 and 
17, 1952! 25, 1953 24, 1954 
Total volume 


Institutions and broker/dealers..........-..-.--- 
Public individuals 


Cash transactions, total 
Trading transactions 
Short-term investment (1 to 6 months) 
Long-term investment (over 6 months). 
Margin transactions, total 
Trading transactions 


Short-term investment (1 to 6 months) 
Long-term investment (over 6 months). 


1 Data for Sept. 10 and 17, 1952, based on type of account rather than type of transaction. 
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Margin transactions on December 8 and 15, 1954, made by public individuals 
with estimated annual incomes of under $5,000 amounted to 2.8 percent of tran- 
sactions (cash and margin) by all public individuals. 

This is a lower percentage than the 3.0 percent for the same income group 
reported in each of the March 1953 and March 1954 public transactions studies, 
as shown in the following table: 


Cash versus margin transactions of public individuals—By income groups 


{In thousands of shares] 


Sept. 10 and} Mar.18and | Mar.17and| Dec. 8and 











17, 1952! 25, 1953 24, 1954 15, 1954 

I ig cid cic cemenagaubinenl 3, 233 5, 574 4, 165 8, 028 

Mot ceitet <a. ssecccapseccescs cess seat 807 1, 362 984 1,935 

I a Silnncnnocaatdbddtsconsunccstube 2, 426 4, 212 3, 181 6, 093 

Cash transactions, total.................- 1, 832 2, 804 
Estimated annual income: 

SN ID esas catcteSsccc casi ccceucess 160 * 259 

Of eS a ee a ee 461 780 

nc dniindauciacacaconnumihens 585 895 

ee 626 960 

aSSSS=S—=—_——=—=== 

Margin transactions, total..............-. 1,349 3,199 
Estimated annual income: 

00 Se ee 95 170 

nn cnccukemonsh eters 385 835 

I 496 1, 164 

GREGOR CUE oe ds ca io heh sss bis 373 1, 030 

PERCENTAGE DISTRIBUTION 

Total claaiPet asic. > ccmcdscccchianines 100. 0 100. 0 100. 0 100.0 

i i  _ _—_ —____ ______~)_____—___ _______} 

Cash transactions, total_..............-.- 65. 8 55.0 57.6 47.5 
Estimated annual income: 

a Daal 6.6 5.4 5.0 4.2 

OE B00 00 BARING io oni ick diss deo ncnccces dum 16.8 14.4 14.5 12.8 

De OP ED... nnunabchiibaboscacneusthir 20. 3 17.4 18.4 14.7 

En anngantemmennansuendnes 22. 1 17.8 19.7 15.8 

Margin transactions, total...........-.--- 34.2 45.0 42.4 52.5 
Estimated annual income: 

Se ES 6. n cuc ch diiihdbadsatccaméhiths 2.3 3.0 3.0 2.8 

thames 9.3 11.7 12.1 13.7 

Ie OP Bnd ccccnkdiith dpesecsncestthh 10.8 16.7 15.6 19.1 

I nicinitncinkeseinnmbnconenindinad 11.8 13.6 11.7 16.9 





1 Data for Sept. 10 and 17, 1952, based on type of account rather than type of transaction, 
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A comparison of round-lot share volume by price groups both on a share and 
a dollar value basis is given in the following table: 
Round-lot volume—by price groups 
[Percent] 


Sept. 10 and | Mar. 18 and | Mar. 17 and | Dec. 8 and 
17, 1962 25, 1953 24, 1954 15, 1954 


Shares 


~ BES) SSe 
www | Qa 


. 
a 


"ro 
ree 


S 22a _ 

Si one 

co] aceon! oom 
S| eBSs/F 
o!lwasee! owe 


_ 
— 


The accompanying table shows that the proportion of public individuals’ 
volume done by persons with estimated annual incomes of less than $5,000 was 
lower in the present study than in any of the prior studies. 


Public individuals’ volume '—by income groups 
[In thousands of shares] 


Sept. 10 and | Mar. 18and | Mar.17and/| Dec. 8 and 
17, 1952 25, 1953 24, 1954 15, 1954 


4 Round and odd lots. 
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The distribution of public individuals’ volume by age groups does not vary 
significantly from one period to the next, as shown below: 
Public individuals’ volume '—by age groups 


{In thousands of shares] 


Sept. 10 and | Mar. 18 and | Mar.17and | Dec. 8 and 


















17,1952 | 25,1953 24, 1954 15, 1954 
Wem UNI |. «Foe a cn ns c eee cnces 3, 233 5, 574 | 4, 165 8, 028 
eT | 235 | 478 | 390 
eS gn. bo le cn wantmicutionin 2, 998 5, 096 3, 775 7, 251 
GR canagserseccestingpgnconesenobengl 410 | 652 506 907 
RE doe 1, 887 | 3, 300 2, 335 4, 665 
OS EE EE EE 0 701 1, 144 935 1, 679 
| | 
PERCENTAGE DISTRIBUTION 
| : 
ON is siete tnktenngcscsdeniiette | 100.0 | 100. 0 100.0 | 100. 0 
Age: 
A EL cee 13.7 12.8 13.4 | 12.5 
an nt ioe 62.9 64.8 61.9 | 64.3 
60 and over............. cabclene ie 23.4 22.4 | 24.8 | 23. 2 





1 Round and odd lots. 


Transactions initiated by males were proportionately greater in the latest 
survey than they had been in the preceding studies. 


Public individuals’ volume '—by sex 


{In thousands of shares] 


| 
Sept. 10and | Mar. 18and | Mar.17and | Dec. 8 and 





17, 1952 25, 1953 24, 1954 15, 1954 
Total reported and classified _............ 3, 233 5, 574 4, 165 8, 028 
I i cacaitinniniinadliadntsmeiinamenmnnmeawageentit 2, 419 4, 274 3, 208 6, 262 


a 814 1, 300 957 1, 766 


Total reported and classified ___......___-. | 100.0 100.0 100. 0 100. 0 
ee thle ae eins de ence amahil, 74.8 76.7 77.0 78.0 
ee 25. 2 2.3 23.0 22.0 


1 Round and odd lots. 


Note.—“Joint accounts’’ have been included in the above breakdown ‘They were classified according 
to the sex of the person who generally exercises control. 
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Geographic distribution of share volume based on reported and classified transactions, 
Dec. 8 and 15, 1954 


Institutions and 
Individuals |} nonmember broker Combined total 
dealers 
Geographic origin 


Number Percent Number Percent Number Percent 
ofshares | of total | of shares of total of shares of total 
j ’ 


100. 0 | 2, wi, 895 100.0 | 10,016, 488 100. 0 


United States_.._...__. nee , 684, 98. 4 | 1,917, 868 86 9, 602, 760 95 

United States Territories 
possessions... ...... aavtipens f 9, 359 12, 357 
Canada ee 36, 48 d 53, 626 ‘ 90, 114 
, 042 é 311, 257 


8 , 681 5 637, 208 


32, 607 | 
‘ , O52 
Massachusetts . 261, 3.4) 34, 604 | 
Boston _- ae 59, 744 | 114, 371 |} 
New Hampshire j ‘ | 3, 49 j 4, 422 
Rhode Island | , 529 , 7, 964 
Vermont | 5, 076 d 942 (*) 


169, 767 
15, 615 
396, 305 
274, 115 
10. 
37, 493 


om 
whieh oO 


1, 100, 458 


New Oe ore doa vibe 299, ; a 7 
Newark_.....-- kat 9, 786 | ; 27" 593 } 
oe. Y ork ; , , 881, 56: . § 859, 808 | 
New York City Ccbes auiiey 2, 342, 30. 786, O11 | 
Pennsylv OS cree gic 454, 981 | 5. 179, 879 | 
Philadelphia_- ; 185, 644 | 2. 105, 566 | 
Pittsburgh --.. oe oo 34, 700 | 


aw 


| a eR Bm ys | 
Car SoOne 


i 


East North Central... .- * 1,197, 044 | 7 282, 825 


Illinois _ 512, 323 | ; 110, 065 | 
CR iusdtiweckanea 457, 633 5. 98, 749 | 
Indiana-.-_---- : 55, 238 | ‘ 11, 630 
Michigan inane 249, 641 3. 36, 239 
Ns sere 199, 485 .6 | 30, 350 
Ohio. : ; 239, 001 ; 46, 619 
Cleveland_....-- aie 86, 489 | ; 24, 168 
ee : 70, 841 | ; 28, 272 | 


West North Central_........--- _..| 285,057 | 3.0) 69 283 | 


En — 17, 870 . 2, 633 
Kansas : 3, 557 
Minnesota 

Missouri 

I elinn teagan icons he ; 
North Dakota 

South Dakota 





South Atlantic... ~ 873,344} ++11.2| 91,288 | 


PRNeis seth Lvewacowaccns 23, 368 : 10, 204 5 
Florida . 376, 877 . 13, 426 

Georgia 70, 375 . 10, 613 | 
Maryland - ‘ hinintieiitien 74, 929 ; 21, 632 

North Carolina_. 81, 530 , 9, 977 
South Carolina : 21, 194 7 3, 953 
Virginia 70, 946 
West Virginia. secacuctatagiaceamae 20, 610 
District of Columbia__. | 133, 515 


_ 


| @wawacuec 


East South Central . 12: 59 3 | 1.6) 31, 010 r 


6 | 11, 015 | 
Kentucky | : 4) 6, 536 

Mississippi ana Q | 
Tennessee ' ‘ 13, 129 ' 


Less than 0.05 percent. 
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Geographic distribution of share volume based on reported and classified transactions, 
Dec, 8 and 15, 1954—Continued 


Institutions and 
Individuals nonmember broker 


dealers 
Geographic origin 


Number | Percent | Number | Percent 
of shares of total of shares of total 


am 
a 


=: 
— — 
we = aoe 


—_ 
| 
o 


- « He 
DaAwmn~a 


1 Less than 0.05 per¢ent. 
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New York Stock Exchange 
DECEMBER, 1954 PUBLIC TRANSACTION STUDY 


Part [I—For Transactions of INDIVIDUALS (Including Joint Accounts) 
12 “Joiet Account” check here and see Instruction 7 © -1 | Ratinsted total 1966 income: 
Type tt Tranmtion: Cah —_____o1 De iececistnchneeeniementncnes © 0 
Coe a. 


$10- 25,000 o-4s 


Th enna Eh th 


In your judgment, the most important reason for this 
purchase is: 


A turnover in less than $0 days. lO 
Bae tretrection 8 


A turnover in from 1 to 6 months... = sO -8 
_ Baa tastrection 10) 

Long-term capital gain 

Vor income return 
Bo ei ccna 


@riease See Lnstructions on the Other Side) 
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New York Srock ExcHaNnGE 
11 Wall Street, New York, New York" 


To: Parrners, Orricers AND REGISTERED REPRESENTATIVES Deatine Dt- 
RECTLY WITH THE PUBLIC: 

Previous Public Transaction Studies have supplied valuable information which 
has been used to the advantage of our industry. Therefore we are again asking, 
and will appreciate your fullest cooperation in supplying the basic data for this, 
the December 1954 Public Transaction Study. 


INSTRUCTIONS 


(1) Please fill out a separate form for each nonmember order executed in stocks 
on the floor of the New York Stock Exchange on Wednesday, December 
8, and Wednesday, December 15, 1954. Do not include transactions in bonds or 
rights, transactions executed by means of ‘“‘special offerings,’’ or transactions 
under the Monthly Investment Plan. 

(2) In the ease of “disclosed accounts,’”’ “‘omnibus accounts,” etc., of member 
firms, the registered representative or partner actually dealing with the customer 
should fill out the form. All transactions for Non-member Broker-Dealers 
should be reported in Parts I and ITI. 

(3) For transactions of individuals, fill out Parts I and II. For transactions 
of institutions, fill out Parts I and III. Check the appropriate boxes and dis- 
regard the small numbers which are for IBM coding. 

(4) Individual forms are to be kept confidential and anonymous. Do not 
show customer’s name. 

(5) To the extent possible, please fill out a form at the time each transaction 
is confirmed. However, if the completion of an order involves several transactions 
in the same issue, fill out only one form, except where an odd-lot is involved. A 
separate sheet should be used for the odd-lot transaction. Exclude all M. I. P. 
transactions. 

(6) Please insert the following code numbers on the appropriate lines of Part I: 

(a) Insert the code number for your firm as shown in Schedule A attached. 
This number is identical with your Stock Clearing Corporation number, if 
you have one. 

(b) Geographic code. (For explanation, see below.) 

(7) For “‘joint accounts” give the sex, age, and income of beneficial owner who 
exercises control, if determinable. Do not check more than one item in each 
category. 

(8) Whenever possible, please indicate in Part II if the transaction is for cash 
or on margin, regardless of the type of account held by the customer. 

(9) Purchases for “‘in-and-out”’ traders should be included in this category even 
though sale will depend on market action. 

(10) Purchases for the medium-term swing should be included in this category 
even though sale will depend on market action. 

(11) Completed forms should be returned to the New York Stock Exchange, 
Department of Research and Statistics, as soon as possible, but not more than 
ten (10) days after each selected date. Branch office personnel who have been 
instructed to return the forms to their main office should do so prior to that date, 

(12) Extra copies of the forms may be obtained from the Mailing Division, 
8 New Street, New York City. For additional information, write the Exchange 
or telephone HAnover 2—4200, Extension 243. 


Geographic Code 


Insert, on the appropriate line in part I, the code number of the city, State, or 
lace in which the order originated, or to which the confirmation of the order will 
e a, whichever most closely indicates the locality where the customer is now 

residing. 

When the locality in question is one of the 10 cities listed below, insert only the 

appropriate city code number. Otherwise, insert the code number of the appro- 
priate State, etc. 
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City code numbers 
Code 

City number City 
Boston New York City 
Chicago ON ES ee eerste 
Cleveland : Philadelphia_ ----- ~~. 
Detroit Pittsburgh co 
Los Angeles San Francisco.-_-- ~~~. ~~ -- 


State code numbers 


Code Code 
number State numober 
New Jersey... .._-- 2802 
New Mexico 2908 
New York .. 3002 
North Carolina cae 8105 
3204 
3303 
3407 
, _.. 3509 
Pennsylvania .. 3602 
Rhode Island _ 3701 
. 8805 
3904 
4006 
4107 
Kentucky 4208 
Louisiana Vermont 4301 
i Virginia 4405 
Washington 4509 
West Virginia 46%) 
Wisconsin 4703 
Wyoming 4808 
District of Columbia__.......... 4905 


United States Territories or pos- 
i 5000 





CHAPTER VI—STOCK EXCHANGES 
Functions oF ExcHANGES 
GENERAL FUNCTIONS 


Stock exchanges provide facilities for the maintenance of a free, 
close, and continuous market for securities traded; free, in that the 
trading price of the security should be governed by the forces of supply 
and demand; close, in that the spread between the price bid for a 
security and the price at which it is offered for sale should be relatively 
narrow and successive sales made at relatively small variations in 
price; and continuous, in that there should be frequent purchases and 
sales of securities quickly carried out in order to provide a liquid 
market. 

The exchanges and their members provide the facilities for indi- 
viduals and institutions throughout the world to buy and sell shares 
of American corporations and a number of foreign corporations, and 
to purchase Government and corporate bonds. Bids and offers on the 
floors of the stock exchanges are openly made, and the prices at 
which transactions are effected are promptly and widely publicized 
over the stock exchange ticker systems. 

Such organized markets facilitate the flow of capital, particularly 
equity capital, into industry. The exchanges are not a primary 
market for raising new risk funds essential to developing new industries 
and enlarging productivity of existing industry. But, without the 
marketability afforded, industry would find it more difficult to 
obtain funds from millions of investors because they would hesitate 
to purchase such securities unless they knew that their capital could be 
made liquid by the existence of exchanges or other securities markets. 

Under the corporate form of organization, ownership can be divided 
into as many shares as are considered to be desirable. Depending 
upon the legal rights desired to be vested in shareholders, these shares 
may take a variety of forms. For the most part, equity capital is 
derived by the sale of common stock and preferred stock. In general, 
these shares give the shareholder part ownership in the organization 
with the right to participate in any dividends it may declare and a 
right to a prescribed interest in assets of the organization in case of 
liquidation. These shares do not represent debt of the organization. 
The shareholder purchases them with the knowledge that he ma 
participate in the benefits of a prosperous company Sut that he wi 
also share in the risk of loss should the venture prove unprofitable. 

When the company does desire to incur debt, it may issue bonds or 
debentures. The owner of these securities is not a part owner of the 
company but is merely a creditor entitled to repayment of debt in 
accordance with the terms of the contract spelled out in the bond or 
debenture. 


118 





FACTORS AFFECTING THE STOCK MARKET 119 


TYPICAL TRANSACTION 


Let us follow a typical transaction on its way through the New York 
Stock Exchange. shareholder interested in selling his stock may 
make vg at the local office of a firm which is a member of the 
exchange. In order to determine the possible price he can obtain 
upon sale of the security, he requests the firm’s registered representa- 
tive to find out for him the current price of these shares on the ex- 
change. The representative requests a ‘“‘quote’’ on the particular 
security by wire to the firm’s New York office or New York corre- 
spondent. That office in turn dials the quotation department at the 
exchange and receives over an automatic tape announcer the current 
“‘quotation’”’ which in turn has been received over direct wire from 
each trading post on the floor of the exchange. 

There are 18 posts on the floor. Each stock is assigned a particular 

st and all transactions in that stock must occur at the assigned 
ocation. The New York office of the firm relays to the local office 
the current “‘quote” on the security, giving both the price bid for 
purchase and the price asked for sale. The spread, if any, between 
these two prices represents the bargaining area. If the prospective 
seller is interested in selling his stock within that range, he then orders 
the registered representative of the local firm to proceed to sell a 
designated number of shares of the particular stock. If he orders this 
sale to be made ‘‘at the market,’’ the transaction will occur at the best 
price possible for the seller to obtain at that time. 

The sell order again goes by wire to the floor partner of the firm or 
of the New York correspondent. He proceeds to the trading post 
where shares of that particular stock are traded. He inquires the 
present ‘‘quote” on the stock he wishes to sell. Assuming it remains 
within a variation between the price bid and the price offered, he 
attempts to sell as near the offering price as it is possible. As a 
member broker, he is charged with the responsibility of obtaining the 
best possible price for his customer. Knowing that no shares of that 
particular stock are being sold at the asking price, he may shade the 
asking price somewhat in an effort to attract an increase in the bid 
price of prospective buyers. When the bid and asking price meet, the 
saleismade. This is the manner in which the auction market operates. 

The floor partner making the sale completes his verbal agreement 
with another member making the purchase by noting each other’s 
names and reporting the transaction back to their respective phone 
clerks, who in turn notify their respective customers. Meanwhile, an 
employee of the exchange sends a record of the transaction to the 
ticker department for transmission over the nationwide ticker network. 
The transaction is printed simultaneously on some 2,000 stock tickers 
in 365 cities, 46 States, Canada, and Cuba. Within the period allowed 
under exchange rules, the customer selling his stock receives payment 
in full, less the commission and Federal and State transaction taxes. 
The purchaser similarly makes payment within the prescribed time, 
also adding the commission on the stock purchased. 

Normally, trading is conducted in “round lots” of 100-share mul- 
tiples. However, it is possible for a security holder to buy or sell in 
less than round lots. This is known as an odd-lot transaction. The 
ae difference to the customer in an odd-lot transaction is that 

e must pay an additional commission on each share in order to cover 
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the service charge of handling the transaction in less than round lots. 
Functionally, the difference is that odd-lot transactions are handled by 
odd-lot dealers, of whom there are at least two at each trading post on 
the New York Stock Exchange. This function of the exchange makes 
it possible for a customer with a comparatively small amount of money 
to trade in the market. 

In summary, then, the stock exchange provides a market place and 
facilities for bringing together orders to buy and sell securities and 
making it possible to carry out the sales transaction. 


EXxcHANGE OPERATIONS 


In order to give a clearer understanding of the role played in 
securities trading by the various types of exchange members, it might 
be well to draw an analogy to the usual commercial functions. On 
that basis, it is possible to compare the wire houses and commission 
houses dealing with the public with retailers; the odd-lot dealer with 
the jobber; and the floor broker with the purchasing agent and sales 
manager. The specialist on most exchanges, however, occupies a 
unique position combining at various times the function of the odd-lot 
dealer with the function of floor partner within his specialized field. 
The floor trader who trades only for his own account is also unique. 

As a general matter, the wire and commission houses act as a 
medium of contact with the investing public and render a wide 
variety of investment services. Chief among the services performed 
by such firms are the furnishing of investment information, the 
acceptance and transmission of orders to the floor of the exchange 
for execution, the reporting to customers of transactions effected for 
them, and the receipt and delivery of securities. 

On the other hand, the brokers on the floor of the exchange execute, 
or aid in the execution of, customers’ orders for the purchase and 
sale of listed securities. 

THE SPECIALIST 


The specialist is an exchange member who remains at one trading 
post on the floor and accepts orders from other members in the particu- 
lar securities in which he is registered as a specialist. He must see 
that the orders are properly executed. He is not to place his own 
interests as a dealer before those of the customers whose orders have 
been entrusted to him. 

It is the obligation of the specialist to maintain a close, continuous, 
and orderly market at al] times, to the best of his ability, in the stocks 
which have been assigned to him. He must reduce to the extent possi- 
ble the effects of any temporary disparity between the supply of and 
demand for his securities. If there is a sparsity of public bids, he is 
expected to become a buyer, and on the other hand, if there is a 
scarcity of offers, he is expected to become a seller. All transactions 
for his own account must be reasonably necessary to maintain a fair 
and orderly market, or to act as an odd-lot dealer, in the security in 
which he is registered. 

It is part of his function to keep the exchange informed of all changes 
in the bid and asked prices for his securities. Moreover, he is required 
to make weekly and monthly reports to the exchange specifying the 
number of shares he has purchased or sold during the period covered 
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by his report. He must also state his position, for example, long 
550 A. B. C., short 175 X. Y. Z. The reports filed by the specialists 
are checked carefully by the exchange and then forwarded to the 
staff of the Securities and Exchange Commission for any additional 
study or comments they may wish to make. 

Every registered specialist is required by the exchange to maintain 
a certain cash or liquid asset position. The American Stock Exchange 
requires the amount of $10,000 or an amount sufficient to purchase one 
unit of each security in which he is registered, whichever amount is 
greater. In the case of the New York Stock Exchange he must be 
able to carry at least four units of each stock in which he is registered. 

As specialist in a security, a member possesses certain information 
about the volume of demand for or supply of a stock which is not 
known to other members. The specialist is forbidden, directly or 
indirectly, to disclose to any one other than an authorized person any 
information in regard to orders entrusted to him as a specialist other 
than the then current bid, offer, and size. A comparable injunction 
against the disclosure of such information is set forth in section 11 (b) 
of the Securities Exchange Act of 1934. 

The specialist, in addition to buying and selling securities for his 
own account, may also effect transactions as an agent or broker in 
his capacity as specialist and odd-lot dealer. For example, if a mem- 
ber of the public places an order with a brokerage firm at a price away 
from the current market price, the firm may leave the order with the 
specialist giving him the responsibility to see to it that the order is 
effected when the market reaches the price limit designated by the 
customer. ‘This is known as a limit order. For his services in this 
regard the specialist is paid a commission by the brokerage firm which 
left the order with him. 

The exchanges have adopted numerous rules to govern his conduct 
and the specialist, like any other member, may be fined or expelled 
from membership for any infraction of these rules. 


THE ODD-LOT DEALER 


The unit of trading in most of the securities listed on the exchange is 
a round lot, usually 100 shares. In some securities, principally in- 
active issues, the unit of trading is 10 shares. It is the function of 
the odd-lot dealer to service the small investor who wishes to buy 
or - a stock in an amount less than the unit of trading, called an 
odd lot. 

To accomplish this, the odd-lot dealer buys or sells round lots, and 
stands ready to sell stock to odd-lot buyers and purchase stock from 
odd-lot sellers. ‘The odd-lot transactions, insofar as price is concerned, 
are geared to the round-lot market. For his services, the odd-lot 
dealer receives a differential of one-eighth or one-quarter point 
depending on the price of the security. Any member who wishes to 
act as an odd-lot dealer must obtain the approval of the exchange 
before acting in that capacity. 


THE FLOOR TRADER 


The floor trader is an exchange member who, while on the floor, 
buys and sells listed securities for his own account. Floor traders 


59030—55——_9 
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are said to contribute to the liquidity, continuity, and orderliness of 
the exchange auction market. When not trading for their own 
account, many floor traders act as “$2 Brokers’’ to aid other members 
and member firms in the execution of public orders. 

Floor traders’ transactions are restricted by the exchange. They 
purportedly may not compete against a public order when establishing 
or increasing a position; they may not have the privilege of a “‘stop,”’ 
and they are prohibited from congregating, dominating the market, 
or being conspicuous in the market. 

Floor traders who do a specified amount of trading are required by 
the exchanges to make daily reports of all transactions for their own 
account on the floor of the exchange. These reports specify the 
security, the amount purchased or sold, the time at which the trans- 
action was effected, the price at which it took place, whether the 
transaction was effected at the last sale price, or at a variation there- 
from, and his position in the security at the opening of the market. 
These reports are required to be filed with the exchanges at the close 
of business of the day on which the transaction was effected. They 
are then reviewed by the staff of the exchanges and a report is filed 
each week with the Securities and Exchange Commission. 


THE FLOOR BROKER 


A floor broker is a regular member of an exchange primarily engaged 
in the business of executing orders for other members on the floor of 
the exchange. Ordinarily he is an independent member of the ex- 
change in the sense that he does not act for a member firm. Custom- 
arily he takes orders from other brokers who, at the time, may have 
more orders from the public than they can readily handle. He is 
in a real sense a broker’s broker. On this type of transaction he 
will “give up” the name of the broker for whom he acts in the trans- 
action and will be paid a stipulated commission by the originating 
broker for his services. He contributes to the efficient execution of 
the orders of public customers. As a general rule he does not effect 
any transactions with the public. At times he may effect transactions 
on the floor for his own account such as those effected by the floor 
trader referred to above. 


TYPES OF ORDERS 


Various types of orders may be entered in security trading, For 
example, prospective purchasers or sellers may fix in advance the 
price at which their transactions shall be carried out by entering & 
limit order. This order specifies the particular trading price. A limit 
order to buy a stock at $35 a share cannot be carried out at a higher 
price, regardless of the market price of the stock at the time the 
order is entered. Likewise a limit order to sell a stock at $35 cannot 
be carried out at a lower price. 

Stop orders are designed to limit losses or protect profits. To 
illustrate: if a person bought stock at $35 a share, he could enter an 
order to sell at ‘30 stop.’”’ In the event the stock should decline to $30 
or below, his order automatically becomes a market order and is 
executed at the best possible price—which could be at $30 or below 
$30 depending upon the market in the stock at the time. 
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Stop orders are also used to protect profits after a stock has risen 
im price. If stock bought at $35 a share should rise to $55, for example, 
the customer could enter a stop order to sell at $50. Should the stock 
then decline to $50 or below, the stop order would automatically 
become a market order and the stock would be sold at the best ob- 
tainable price. 

When the customer gives his broker a limit order or stop order, the 
customer can specify that it is to be good for only 1 day; this is known 
as a day order. Or he can give a week order, or a month order. If 
the order is not executed during the period designated, it automatically 
expires. If the customer wants his order to hold good indefinitely, he 
gives his broker a good-till-canceled order. This type of order is 
carried as an open order—until the broker is able to execute it at the 
specified price, or until the customer cancels it. 

Obviously, the existence of limit orders or stop orders exerts an 
influence on market prices as well as the existence of market orders. 
For example, if several “sell” stop orders are pending at progressively 
lower price levels, they have the effect of making each other succes- 
sively effective like a chain reaction, and thus tend to drive down 
market prices. “Buy” stop orders may tend to support a declining 
market as may “‘limit orders” to buy at lower levels. These types of 
orders may exert this influence by adding effective demand to the 
purchase side of the picture. 


SHORT SELLING 


The person selling short borrows the stock he sells from another 
owner and expects to purchase an equivalent number of shares when 
the market price is lower. If his calculations prove correct, he makes 
as a profit the difference between the higher price at which he sold 
the stock he did not own and the lower price at which he later buys it. 
Short sales when made tend to depress market price by adding to the 
number of shares being offered for sale, but they have a built-in 
potential support for the market price because the short seller must 
enter the market to buy shares sufficient to cover his short sale. 


DEVELOPMENT AND ORGANIZATION OF Stock ExcHANGES 
THE NEW YORK STOCK EXCHANGE 


A group of merchants and auctioneers met on May 17, 1792, and 
decided to meet daily at regular hours to deal in securities. The 
meeting place was under a tree on Wall Street in New York City, a 
few blocks from the present site of the New York Stock Exchange. 
The 24 original members of the exehange handled public buy and 
sell orders in securities of the Federal Government, insurance com- 
panies, and banks. 

The New York Stock Exchange has always been a voluntary unin- 
corporated association without a charter. Its first formal constitu- 
tion was drawn up on February 25, 1817, in the name of the New 
York Stock and Exchange Board. Subsequent changes in the consti- 
tution, organization, and operation of the exchange have not changed 
the basis of its original constitution. 
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In 1863, this unincorporated association adopted the name ‘“‘New 
York Stock Exchange.” Tickers were first installed in 1867, and in 
1871, the “call’’ method of trading in securities gave way to the 
continuous auction market method. 

From the time of adoption of its original constitution and up until 
1938, the exchange was governed through a board of governors and 
standing and special committees. In 1938 the New York Stock 
Exchange accomplished a reorganization resulting in elimination of 
the standing committee system, changes in the requirements for 
membership on the board of governors, provision for more representa- 
tion to different segments of the industry, and provision for a full-time 
paid president as chief executive officer and an administrative staff. 

The rules and regulations governing the conduct of members and 
allied members are set by the board of governors, which is elected by 
the members. The board exercises broad disciplinary powers. 

The board of governors of the New York Stock Exchange is com- 
posed of members and allied members, and three representatives of 
the public who have no direct connection with the securities business. 
The chairman, who is elected annually, must be a member of the ex- 
change. The president of the exchange, who may not be a member of 
the exchange or a partner of a member firm, brings the board’s mem- 
bership to 33. 

Administration of policies made by the board rests in the hands 
of the president and staff. The exchange has about 1,100 employees, 
of whom 400 work on the trading floor. Other departments include 
the department of stock list, which examines listing applications of 
corporations preliminary to final board consideration; the department 
of member firms, which administers policies and rules concerning 
member firms’ conduct and financial stability; the public relations 
department, which interprets the stock exchange’s functions to the 
public; the department of research and statistics, which prepares 
reports and statistics relating to the listed market, and the depart- 
ment of floor procedure, which administers rules regulating trading 
on the exchange. There are also subsidiary companies—Stock Clear- 
ing Corporation, which expedites the receipt and delivery of securities 
following transactions on the trading floor; the Quotation Company, 
which operates the nationwide stock and bond ticker system; and a 
building company, which operates the exchange’s real property. 

Operating the exchange requires an annual budget of between 9 
and 10 million dollars. This money comes ms cate from member- 
ship dues, direct charges to members and their firms, and fees paid by 
corporations for listing their securities. 

Linked with the exchange is practically every city in the United 
States. Even a community which does not have an office of a stock 
exchange member firm generally has access to the facilities of the 
exchange through the local bank. Although banks are not members 
of the exchange, most have contacts with one or more member firms. 

Some 500,000 miles of telegraph and telephone wires connect the 
trading floor with 1,829 offices of members and many of those offices 
with 2,900 nonmember correspondents. Member firms have offices 
in 470 cities in 47 States and the District of Columbia. There are 
also member firm offices in Hawaii, Puerto Rico, Canada, Cuba, 
England, France, Holland, Switzerland, and Venezuela. 
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The original 24 members of the exchange, by virtue of their member- 
ship, owned a “seat” on the exchange, a term traced back to the 
early years when the members remained seated while the president 
called out the list of securities. The original membership of 24 grew 
to 1,375 im 1952 when the exchange approved a plan to retire 50 
memberships over a 5-year period ending December 31, 1957. 

Memberships may be: 

1. Individual; 
2. By a partner in a member firm; or 
3. By a stockholder of a corporation. 

It was not until May 1953 that the constitution was amended to 
permit corporations to become member firms. Even now they can 
do so only if the corporation is engaged primarily in the securities 
business as a dealer or broker. About 622 firms have partners who 
are members of the exchange. 

All members must own a seat on the exchange. Since the number 
of memberships is limited, new members must buy a seat either from a 
member who wishes to sell one or from the estate of a deceased member. 
The price of membership is determined by how much a candidate will 
pay and how little an owner of a membership will accept. Prices 
have ranged in recent years from $35,000 to $97,000, but reached as 
high as $629,000 in 1929. Initiation costs $4,000 and annual dues 
amount to $750. But even though a prospective member finds a seat 
available and can pay for it, his admission as a member is completely 
controlled by the board of governors. 

In 1922 a questionnaire system for regular examination of the 
financial condition of member firms was maugurated. Finally, in 
1933 independent audits of financial statements were required of 
companies listed on the exchange. 


THE AMERICAN STOCK EXCHANGE 


The American Stock Exchange had its origin in the “‘outdoor curb.” 
This was believed to have been frequented by traders who were 
experienced brokers preferring to conduct transactions in unlisted 
stocks and bonds rather than in those listed on the exchange. 

This trading on the outdoor curb began around the middle of the 
19th century, probably about the time of discovery of gold in Cal- 
ifornia around 1849. Trading was conducted on Wall and Hanover 
Streets in New York City and thereafter successively in Williams 
Street, Broad Street, and Wall Street. During its early life outdoors, 
the market operated without formal rules or regulations. Although 
there was no organized supervision, certain unwritten trading customs 
became effective. Almost anyone could become a broker on the out- 
door curb. This informal pattern of development closely paralleled 
that which led to the ultimate organization of the New York Stock 
Exchange and presumably forms the pattern for the development of 
other exchanges now existing throughout the country. 
te In 1908 the first constructive step toward organization was taken 
by the formation of the New York Curb Agency. By 1911 the 
agency had evolved into the New York Curb Market Association 
with offices at 25 Broad Street. Its board of representatives drew 
up trading rules and enforced them. Memberships were limited, 
with annual dues set at $250. Regular trading hours were established. 
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A new listing department admitted the stocks and bonds of qualified 
corporations to trading privileges and kept records of their operations 
on file for public examination. 

On June 6, 1919, the association decided to move the market indoors 
and on March 30, 1921, the association’s board of representatives 
approved a new constitution to become effective when the move was 
made. To the regular memberships formally authorized was added 
a new class of associate memberships without floor trading privileges 
but with the right to reduced commissions on exchange transactions. 

With the adoption of the constitution the name of the association 
became the New York Curb Market. In 1929 this name was changed 
again to New York Curb Exchange, and on January 5, 1953, the 
present name, American Stock Exchange, came into being. Exchange 
operations are now carried on in a 14-story building having a modern 
and one of the largest trading floors in the world. 

The American Stock Exchange is a voluntary unincorporated asso- 
ciation. The contract binding its members, which is also its constitu- 
tion, lays down its primary objectives. They are “to provide a secu- 
rities market place where high standards of honor and integrity shall 
prevail and to promote and maintain just and equitable principles of 
trade and business.” 

The board of governors of the exchange, which has general super- 
vision of the members, consists of 32 members, as follows: 

1. Fifteen regular members of the exchange. These are elected 
from the regular membership to serve for a period of 3 years. 

2. Twelve associate member partners and nonmember partners 
of regular or associate member firms, or holders of voting stock 
in regular or associate member corporations or associate member 
directors, or executive officers in associate member opomiee, 
doing business for the public. These so-called nonmember repre- 
sentatives of regular or associate member firms or member cor- 
porations are elected to serve 3 years. 

3. Three representatives of the public not engaged in the securi- 
ties business. These are prominent businessmen, educators or 
other representative citizens who are nominated by the president 
and appointed by the board after each annual election to serve 
for a term of 1 year. 

4. The chairman of the board and the president of the exchange. 
The president is a full-time paid employee who may not be a 
member or engage in any other business. 

Operating directly under the board and reporting constantly to 
it are 10 standing committees whose duties range from investigating 
applicants for membership in the exchange to formulating new pol- 
icies and methods of procedure for the protection of the public. 
These committees are as follows: Executive committee, committee on 
securities, committee on outside supervision, committee on floor 
transactions, committee on finance, committee on admissions, com- 
mittee on arbitration, committee on public relations, realty committee, 
committee on business conduct. 

The day-to-day operations of the exchange and its management are 
in the hands of its president, assisted by the respective vice presidents 
of the divisions of administration, securities, and transactions. 

The division of administration keeps all necessary records of receipts 
and disbursements of exchange funds. 
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‘The division of securities handles the mechanics of admitting 
securities to the exchange and of suspending and removing them. It 
promulgates rulings on the delivery and reclamation of securities, the 
declaration of dividends, the validity of due bills and the like. 

The division of transactions supervises the mechanical operation 
of the trading floor, quotation department, and ticker recording system. 
It serutinizes floor transactions and practices, conducts floor investi- 
gations, and handles registration of specialists. It is charged also with 
member, member firm, and member corporation activities outside of the 
Exchange Building, including auditing of accounts, the scrutiny of 
questionnaires, capital requirements, margin business, employees, 
advertising, means of communication, and secondary distributions. 

When the exchange moved indoors there were 550 regular members 
and 323 associate members. Now the number of regular memberships 
is limited by the constitution of the exchange to a maximum of 499. 
The associate memberships, theoretically unlimited in number, totaled 
318 as of December 31, 1954. A reduction in regular memberships 
from 550 to 500 occurred in the period from August 31, 1941, to March 
31, 1942, when the exchange bought 50 memberships at $1,000 apiece 
and retired them permanently. Subsequently, one more was elimina- 
ted by purchase to bring the total membership to its current figure. 

The costs of regular memberships in the period from 1921 through 
January 31, 1955, have ranged from a low of $650 in 1942 to a high of 
$254,000 in 1929. The most recent price at which a membership was 
sold was $20,000. 


RELATIVE POSITION AND INTERRELATIONSHIPS AMONG STOCK 
EXCHANGES 


At the close of the 1954 fiscal year there were 19 stock exchanges 
in the United States. Of these the New York Stock Exchange and 
the American Stock Exchange transact by far the lion’s share of 
trading in securities. Of the additional 17 exchanges, 13 were reg- 
istered with the Securities and Exchange Commission as national 
securities exchanges. These are as follows: Boston Stock Exchange, 
Chicago Board of Trade, Cincinnati Stock Exchange, Detroit Stock 
Exchange, Los Angeles Stock Exchange, Midwest Stock Exchange, 
New Orleans Stock Exchange, Philadelphia-Baltimore Stock Ex- 
change, Pittsburgh Stock Exchange, Salt Lake Stock Exchange, San 
Francisco Mining Exchange, San Francisco Stock Exchange, and 
Spokane Stock Exchange. The remaining four exchanges were 
exempted from registration with the Securities and Exchange Com- 
mission in accordance with the provisions of the Securities Exchange 
Act of 1934. These four consist of the Colorado Springs Stock 
Exchange, the Honolulu Stock Exchange, the Richmond Stock Ex- 
change, and the Wheeling Stock Exchange. Under section 5 of the 
Securities Exchange Act of 1934, exchanges may be exempted from 
registration if it is not practical and not necessary or appropriate in 
the public interest or for the protection of investors to require such 
registration. 

The New York and American Stock Exchanges have nationwide 
facilities, and a close relationship exists between memberships of the 
two. Of the 515 regular and associate member firms and member 
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corporations on the American Stock Exchange, 444, or 86 percent, 
are also members of the New York Stock Exchange. Many members 
of these two exchanges also maintain memberships on one or more of 
the regional exchanges. 

No security issue is traded at the same time on both New York 
exchanges. There are, however, many securities traded on one of 
the New York exchanges and one or more of the regional exchanges. 
The regional exchanges and the American Stock Exchange are per- 
mitted, with the approval of the SEC, to admit to unlisted trading 
privileges i issues already fully listed in New York. Securities are said 
to be admitted to unlisted trading on a stock exchange when the 
admission is approved by the exchange without application by or 
agreement with the issuer of the securities. 

The market value of all stocks listed on the New York Stock 
Exchange at the close of 1954 amounted to $169,148,544,265. By 
comparison the market value of stock issues then admitted to dealings 
on the American Stock Exchange stood at $22,132,853,180. 

The market value of stocks listed on all other exchanges is relatively 
minor. For example, figures as of December 31, 1953, show $2.7 bil- 
lion of stocks (702 issues) listed on all exchanges outside New York 
City. On that date the market value of en ks listed on the New 
York Stock Exchange was $117.2 billion (1,530 issues), and on the 
American Stock Exchange $15.2 billion (808 issues). 

The volume of trading shows a similar relationship pattern. In 
1954, this volume amounted to 703.1 million shares on the New York 
Stock Exchange, 169.9 million shares on the American Stock Ex- 
change, and 121.3 million shares on other exchanges registered with 
the Securities and Exchange Commission. This translates into a 
percentage of 70.7 for the New York Stock Exchange, 17.1 for the 
American Stock Exchange, and 12.2 for the others. 

On the basis of market value of share volume, the importance of the 
two New York exchanges becomes even more evident. In 1954, the 
statistics show $24.2 billion for the New York Stock Exchange, $1.8 
billion for the American Stock Exchange, and $1.9 billion for all 
other registered exchanges. These translate into the following per- 
centages. 

New York Stock noses af 
American Stock Exchange - 
Other registered exchanges 


Charts 3, 4, and 5 present these facts graphically : 
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The regional exchanges, although representing only a small portion 
of total trading in securities, fill an important place in the securities 


market by providing more localized facilities for trading in securities 
enjoying a regional, as well as a national, market. 


Statistics gathered by the Securities and Exchange Commission 
indicate the following data concerning the number of stock and bond 


issues available for trading on the 19 stock exchanges in the Nation 
as of June 30, 1954. 


TaBLe 1.—Number of stock and bond issues available for trading on the 19 stock 
exchanges 


| Stocks 
Exchange eee - 

| Listed | Unlisted | Listed Unlisted 
American - iiastat aco amincnina eae ‘ 513 
Boston..-. a aia oi 88 
Chicago Board of i eh* 8 
Cincinnati Bc cuca ade 53 
Colorado Springs.-.-.---.-..-- aati pa ole ack 13 
Dewalt, . 4... Need oh 116 
Honolulu ‘ q Sakti = - 56 
Sn. téncckmeeweceeie ; 7 : 186 | 
Midwest - icceoctnales ; ore scans ™" 407 
New Orleans.-......-...- ‘ aa dewe 3 
New York i P ee , 546 
Phila‘elpbia- Baltimore - a 5 ee 163 | 
Pittsburgh eee ie 
Richmond. 
Salt Lake a 
San Francisco Mining. celle wehee Sees ea 
San Francisco Stock 
Spokane wate = nna teen 2! 7 
Wheeling : ih alka acs eneke a 5 | ‘ 0} 





The reported volume of shares traded on an unlisted basis on the 
19 stock exchanges during the calendar year 1953 amounted to 20.9 
million shares of stocks admitted to unlisted trading only and 21.4 
million shares of stocks unlisted on the exchange where the trading 
occurred but listed and registered on some other exchange. These 
respective amounts were only ; 3.3 percent and 3.4 percent of the total 
share volume reported on all exe -hanges. 

Of the 20.9 million ‘“‘unlisted only”’ "shares noted above, 18.4 million 
were traded on the American Stock Exchange and 2.3 million on the 
San Francisco Stock Exchange, leaving only a minor amount of some 
200,000 share volume divided among the remaining 17 exchanges. 

Of the 21.4 million “listed and registered on another exchange” 
shares noted above, the major transactions occurred as follows: 

Million 
American i Bates ; Bee 5. 2 
Boston. . eats ae 2.5 
Philadelphia- Baltimore _- :, . , ‘. ee 
San Francisco Stock - pose aise 2. 1 

The foregoing seedienies _— that a suaiby. of the New York 
Stock Exchange and the American Stock Exchange should disclose 
factors having a substantial and nationwide impact on trading in 
securities. The remaining 17 exchanges are more likely to disclose 
problems peculiar to certain regions, depending upon the nature of 
stocks traded on those exchanges. 
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Trading activities on stock exchanges are usually subject to regula- 
tion from several sources. Principal among these are State laws, 
Federal laws, and regulations imposed by the exchanges themselves. 
Federal regulations of exchanges are disc ussed in chapter VII. 

The most significant State laws regulating members’ and member 
firms’ operations and listed companies are the so-called blue-sky 
laws for the registration of brokers and dealers, and the offering and 
sale of securities to the public in the various States. In most States, 
member firms offering or recommending securities must comply with 
the applicable blue-sky law of the State where they and their branch 
offices operate. Companies issuing securities are also subject to vary- 
ing degrees of blue-sky regulation, as most of the States have statutes 
of this nature. The powers of a listed corporation and the respective 
rights of its board of directors and stockholders are also, of course, gov- 
erned by the laws of the State in which they are incorporated. In some 
States, there are also special State bodies, such as State public utility 
and railroad commissions, which have considerable regulatory power 
over companies operating in their jurisdictions. 

The self-policing regulations of the exchanges are described in their 
constitution, the rules of its board of governors, and supplementary 
statements of practice and procedure. 

The New York Stock Exchange’s rules as to members include those 
bearing on their qualifications for membership, specialist trading 
activities, floor trading, odd lot short selling, trading procedures, and 
similar matters. 

Exchange rules as to member firms include minimum capital require- 
ments in the interest of protecting customers, general business prac- 
tices and business conduct, employment of registered representatives, 
handling of proxies, securities, financial reports to customers, and 
like items. 

Special exchange rules apply to such employees who do business 
with the public. They receive training, must pass a written examina- 
tion, and are admitted as registered representatives only on approval 
by the member firm’s department of the exchange. 

Exchange rules with respect to original listing and continuing 
requirements of companies and securities are numerous. They in- 
clude the basic disclosure requirements for original listings; the stand- 
ards of size, national interest, and distribution required of al) new 
companies; the engraving and form of listed stock certificates and 
bonds; transfer agents and registrars; quarterly earnings reports; 
prompt dividend and other disclosures; audits; voting rights, among 
other items. 

The American Stock Exchange has adopted a constitution and rules 
governing the conduct of its members. The rules and the constitu- 
tional provisions are administered and enforced by the board of 
governors and the staff. Penalties which may be imposed for an 
infraction of these requirements run the gamut from a fine to expulsion 
from exchange membership. 

All registered exchanges transmit a report each month to the 
Securities and Exchange Commission with reference to any disciplinary 
action taken against a member by the exchange. 
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APPENDIX 
COMMISSIONS AND OTHER COSTS OF TRADING 


New York Stock Exchange 


Commissions charged by members average about 1 percent of the value of a 
transaction. Commissions charged by stock exchange members are among the 
lowest for the transfer of any property—on an average about 1 percent of the 
value of a transaction. Commissions are figured on this basis for round Icts: 

On a purchase or sale between $100 and $1,999.99, 1 percent plus $5. The 
minimum commissicn is $6. 

On a purchase or sale from $2,000 to $4,999.99, one-half of 1 percent plus $15. 

On a purchase or sale amounting to $5,000 or more, one-tenth of 1 percent 
plus $35. 

Thus a customer of a stock exchange firm who buys 100 shares of a stock at, 
say, $18.75 a share, or $1,875, would pay a commission of $23.75, or 1.26 percent 
of the purchase price. 

The commission on the purchase or sale of 100 shares of a $22.50 stock would 
be $26.25, or 1.16 percent. 

For 100 shares of a $50 stock, or a total value of $5,000, the commission would 
be $40, or 0.8 of 1 percent. 

On an odd lot purchase or sale, the commission is the same as in the above 
schedule, less $2. 

On a purchase or sale involving less than $100, the ¢ommission can be any 
amount agreed upon by the firm and the customer 

The Federal Government collects a transfer tax of 5 cents per $100 par value on 
stocks selling below $20 a share and 6 cents per $100 par value on stocks selling at 
$20 and over. New York State imposes a transfer tax of from 1 to 4 cents a share, 
based on selling price of the stock. Federal and State transfer taxes are paid by 
the sellers. In odd-lot transactions, the Federal tax is also paid by the buyer. 

States which now impose a transfer tax on sales are Florida, New York, Penn- 
sylvania, South Carolina, and Texas. 

Another item frequently noted by customers is the odd-lot differential. This is 
added to the commission where the transaction is carried out in less than a round 
lot (usually 100 shares). The differential paid goes to the odd-lot dealer for his 
service. When the round lot price is $39% or less, per share, the differential is 
usually one-eighth of a dollar. When the round lot price is $40 or above per share, 
the odd-lot differential is usually one-fourth of a dollar. 

In addition, a securities transaction may involve the following additional costs: 

Postage and shipping, if sent by registered mail outside the 20-mile area around 
New York City, or an arbitrary charge by some firms ranging from 15 cents up- 
ward per shipment. 

An SEC transaction fee payable by the seller at the rate of 1 cent for each 
$500 or fraction thereof computed on the money involved. 

Interest on the customer’s debit balance with the member firm, if any exists. 

Bank draft charges, if incurred. 

Premium on borrowed stock, if incurred. 

Various service charges and advisory or management fees charged by some 
member firms. A sample schedule of these charges is as follows, but it is neither 
mandatory nor all-inclusive: 

1. Custody.—$1 quarterly for each security held in an account or group of 
closely related accounts, minimum charge $10 quarterly. Any commission 
or investment advisory fee received from any such account or combination of 
accounts during the quarterly period may be credited against the custody fee. 

(Notr.—The fee for custodial service shall not apply to margin accounts 
with debit balances or to any combination of closely related accounts in 
which there is a net debit balance.) 

2. Transfers.—(a) Legal: $5 for each security transferred, where no pur- 
chase or sale is involved. (b) Accommodation: $2 for each security trans- 
ferred from name of one individual to another or others, where no purchase 
or sale is involved. 

3. Exchanges.—$5 for each security deposited in an exchange of securities, 
such as those resulting from reorganizations, conversions, capital changes or 
splitups. 

4. Subscriptions.—$5 for each subscription completed, where no fee is 
received from company issuing the rights. 

5. Redemptions.—$5 for each security redeemed for cash. 
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6. Tenders.—$5 for each accepted tender of securities, where no fee is re- 
ceived from company inviting the tender. 

7. Claims for dividends, rights or interest on bonds.—1 percent of the money 
value involved with a minimum of $3 for the delivery of rights, stock divi- 
dends, or the payment of cash dividends, pertaining to securities which are 
not held in an open account and which the holder has failed to transfer out 
of the name of the firm or person upon whom the claim is made. 

8. Extra transcripts of accounts.—$5 per man-hour for preparation of trans- 
scripts of accounts subsequent to and in addition to regular renditions. 


American Stock Exchange 


The American Stock Exchange prescribes minimum commissions which mem- 
bers charge on all transactions and provides that commission charges shal! be 
free from any direct or indirect rebate, return, discount, or allowance. Certain 
rules of the board of governors also pertain to the charging and collection of 
commissions by members. 

The exchange commission structure prescribes minimum rates to be charged 
tononmembers. It alsosets minimum rates to be charged to regular and associate 
members of the exchange. The minimum commissions on stocks, rights, and 
warrants currently prescribed by the exchange have been in effect since February 
14, 1949. These commissions are based on a rate per 100 shares. Present com- 
mission rates on bonds have been in effect since June 11, 1936. 

The rates to be charged to regular members include a give-up rate, which is 
the brokerage commission for executing a transaction on the floor of the exchange 
for a regular member who is absent from the floor, and a clearance rate, which is 
a combined commission to be charged for both executing and clearing a transaction 
for a regular member. The rates to be charged associate members are similarly 
broken down into a give-up or brokerage commission for execution of transactions 
in exchange securities and a clearance commission for both execution and clearance 
of such transactions. Rates to be charged by floor specialists for the execution 
of orders for other members when a principal’s name is given up are also prescribed. 

Sales of securities on the American Stock Exchange are subject to stock transfer 
taxes levied by the Federal Government and by the State of New York. Exchange 
transactions are also subject to a Securities and Exchange Commission registra- 
tion fee of 1 cent for each $500 or fraction thereof of dollar volume of sales on the 
exchange. 

In addition to the prescribed odd-lot commission charge, which is normally a 
roration of the 100-share rate, odd-lot transactions on the American Stock 
xchange are subject to an odd-lot differential which is in most cases either one- 

eighth or one-quarter of a point. Odd-lot differentials are set by the exchange in 
accordance with a prescribed formula. 

On the American Stock Exchange odd-lot transactions are effected by the 
specialist in the particular security which is purchased or sold. The odd-lot 
differential represents compensation to the specialist to cover the cost of buying 
or selling round lots from time to time to offset orders he receives for the purchase 
or sale of odd lots. 

Minimum commission rates on stocks, rights, warrants, bonds, and notes are 
set forth as follows: 

Commissions shall be as follows: 

The minimum commission rates to nonmembers, on stocks, rights, and warrants 
(hereinafter referred to as stocks), shall be as follows (effective on and after Febru- 
ary 14, 1949): 


59030—55——_10 
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Rate per 
Selling at— 100 shares 
lose of $1 $0. 10 
Yes of $1 . 15 
Lg, of $1 and under 2% of $1 . 50 
240 of $1. . 50 
Selling over *%42 of $1 and undet °42 of $1 . 00 
Selling at 
80 of $1 and under % of $1 00 
14 of $1 and under $1 5. 00 
$1 and under $2 . 00 
$2 and under $3_- . 00 
and under $4 9. 00 
and under $5. 00 
and under $6_- . 50 
and under $7 . 50 
and under $8 : _ 50 
and under $9 
$9 and under $10 
$10 
elling over $10 and under $142 
elling at $142 and above 


N a. 


a 


—9®ARAARAH 
DINS 


— 


S 
g 


’ 


1 Plus % of 1 percent of the total amount involved in the transaction. 

Note.—-To compute the minimum commission on a transaction of 100 shares selling at $10 and over to 
and including $142 per share, add $58 to the price per share and divide the result by 4. An amount in the 
final figure of less than 5 mills should be disregarded; for 5 or more mills add 1 cent. To compute the com- 
mission charge on a transaction of 200, 300, 400, etc., shares, multiply the applicable 100-share commission 
by 2, 3, 4, ete., respectively, as the case may be. 

To compute the minimum commission on a transaction in less than 100 shares, selling at $10 and over to 
and including $142 per share, multiply the applicable 100-share commission by the number of shares in the 
transaction and divide by 100. An amount in the final figure less than 5 mills should be disregarded; for 
5 or more mills add 1 cent. 

Notwithstanding the foregoing rates, when the amount involved in a transuc- 
tion is less than $15, the commission shall be as mutually agreed; when the amount 
involved is $15 or more but less than $100, the minimum commission shall be not 
less than 6 percent of the amount involved or the prescribed rate, whichever is 
greater; and when the amount involved is $100 or more, the minimum commission 
shall be not less than $6 or the prescribed rate, whichever is greater. 

The minimum commission rates to regular and associate members on stocks, 
rights, and warrants (hereinafter referred to as stocks) shall be as follows (effective 
on and after February 14, 1949): 


[Rate per 100 shares] 


Regular members Associate members 


Give up Clearance Give up Clearance 


Selling at— | | 
lo56 of $1___-.... ‘ ‘ $0. | $0. 03 $0. 05 
428 of $1__- ; .08 | . 05 O08 
14 of $1 and under 342 of $1. ; . 25 | .17 | . 25 
32 of $1 ‘ . 7 . 25 7 25 
Selling over 342 of $1 and under $2 of $1-_---- ; 3% . 50 
Selling at | 
842 of $1 and under \% of $1 . 55 . 85 | : 
Lo of $1 and under $1 . 80 § 
$1 and under $5 3. 20 2. 3! 3. 
‘ 4. 
6. 


th bo 


$5 and under $10 35 | 

$10 and under $50 5. 49 | : 

$50 and under $70 _-_- 5. 60 5.7 8. 5 
$70 and under $100 . 60 8. | 11. 
$100 and under $125 4. 15 «fs 14. 
$125 and under $150 15 a 14. 
$150 and under $200 ». 70 . 2 14. 
$200 and above 70 "93 16.8 


co ce ee 
en en 


et te 





Notwithstanding the foregoing rates the minimum commission to regular and 
associate members shall be not less than $1 on an individual transaction, unless 
the amount involved in a transaction is less than $15. When the amount involved 
in a transaction is less than $15 the commission may be as mutually agreed. 
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A registered specialist shall charge the following commissions on stocks, rights, 
and warrants (hereinafter referred to as stocks) as floor rates for the execution of 
members’ orders, given him on the floor of the exchange personally by a regular 
member, by a member representative or by an employee of the exchange in writing 
and signed. These commissions shall apply only to transactions when the prin- 
cipal’s name is given up at the time of such transaction (effective on and after 


February 14, 1949): Rate pey 


Selling at shares 
lose Of $1 SO. O1 
Mes of $1 02 
4, of $1 and under “22 of $1 ‘ 07 
289 of $1 07 

Selling over %2 of $1 and under %%2 of $1 

Selling at- 
&o of $1 and under \% of $1 
1% of $1 and under $1! 
$1 and under $5 
$5 and under $10 ] 
$10 and under $50 ] 
$50 and under $100 I 
$100 and under $150 ] 
$150 and over ; 1 


Notwithstanding the above rates the minimum commission, to be charged by 
specialists, shall be not less than 25 cents on an individual transaction unless the 
amount involved is less than $15. When the amount involved is less than $15 
the commission may be as mutually agreed. 


Minimum commission rates on bonds or notes 


TO REGULAR AND ASSOCIATE MEMBERS AND NONMEMBERS 


Nonrm 


Give-up Cles ce 
ii if learan te 


All bonds or notes selling at less than 1, per $1,000 par value $0. 25 $0. 5 


All bonds or notes selling at 1 and under 10, per $1,000 par value. | . 37% 
All bonds or notes having 6 months to and including 5 years to run, 
selling between 96 and 110, inclusive, per $1,000 par value 50 
Less than 6 months to run 
All bonds or notes having 5 years or less to run se Hing at 10 and under 
96 and over 110, per $1,000 par value 
All bonds or notes having more than 5 years to run se lling at 10 or 
over, per.$1,000 par value 
Bonds. called for reiemption having 6 months to and including 12 
months to run and having a eurrent market price of not less than 
96 percent or more than 110 percent of their redemption price per 
$1,000 par value 2 
Less than 6 months to run 
Bonds called for redemption having 6 months to and including 12 
months to run and having a current market price of less than 96 
percent or more than 110 percent of their redemption price per 
$1,000 par value . : ; 


1 Mutual agreement. 


Registered specialists’ floor rate commissions Per $1,000 
par value 


All bonds or notes selling at less than 1________- $0. 10 
All bonds or notes selling at 1 and under 10___ . 15 
All bonds or notes having 6 months to and including 5 vears to run, selling 

between 96 and 110, inclusive__ - . 20 
Less than 6 months to run_ . 10 
All bonds or notes having 5 years or less to run selling at 10 and under 96 

and over 110 . 30 
All bends or notes having more than 5 years to run selling at 10 or over . 30 
Bonds called for redemption having 6 months to and including 12 months 

to run and having a current market price of not less than 96 percent or 

more than 110 percent of their redemption price__- i 
Less than 6 months to run- 
Bonds called for redemption hav ing 6 months to and including 12 months 

to run and having a current market price of less than 96 percent and 

more than 110 percent of their redemption price 





CHAPTER VII—GOVERNMENT AND THE STOCK MARKET 
BACKGROUND 


The Securities Exchange Act of 1934 became law on June 6, 1934. 
It was enacted following congressional investigations which indicated 
the existence of a number of undesirable practices that had developed 
in the securities markets, including the stock exchanges. Such prac- 
tices included the following: 

1. Laxness by the securities exchanges in their administration 
and in their control of members; 

2. Exchanges listed and traded securities without supplying 
adequate information concerning the issuer and the security; 

3. Low margins which caused an excessive use of credit which, 
in turn, created excessive speculation; 

4. Pool operations and other manipulative practices; 

5. Activities in aid of pool operations and manipulation by 
specialists (members who confined their activity to one or more 
specific securities). Exchange rules did not effectively limit the 
type of order which a specialist could execute. Thus, pool 
managers could give discretionary orders to the specialists, 
relying on them to execute those orders at times and prices 
most likely to favor the pool’s operation; 


6. Use by officers, directors, and large stockholders of inside 
information to trade in securities of their own companies to their 


own advantage; 

7. Proxy solicitations containing fragmentary or no disclosures 
at all about the matters for which the proxies were to be voted. 
Brokers also submitted proxies for customers’ securities that they 
carried in “street”? name without adequate provision for obtain- 
ing the authority of the beneficial owner; 

8. Customers’ securities were pledged and loaned by brokers 
in a way that was harmful to the customers’ interest. 


GENERAL COVERAGE OF THE SECURITIES BXCHANGE ACT OF 1934 


In general the act— 

1. Provides for the filing of registration applications and annual 
and interim reports with securities exchanges and the Securities 
and Exchange Commission by companies whose securities are 
listed on the exchanges. 

2. Makes unlawful solicitation of proxies for meetings of listed 
companies if the solicitation contravenes rules prescribed by the 
Commission. 

3. Requires the filing of reports by officers, directors, and large 
(10 percent of outstanding) holders of equity securities of any 
listed company. Such persons must report their holdings of, and 
transactions in, equity securities of such a company. The act 
provides for corporate recapture of profits realized by such per- 
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sons on the purchase and resale (or sale and repurchase) of any 
such securities within a 6 months’ period. 

4. Provides for limitations on the amount of credit to purchase 
or carry securities. 

5. Provides for the registration with the Commission (and for 
certain regulation by the Commission) of national securities 
exchanges, brokers and dealers, and national associations of such 
dealers. 

6. Provides for certain regulation of the over-the-counter 
securities markets. 

7. Contains various provisions designed to prevent manipula- 
tive and fraudulent and deceptive devices in the purchase and 
sale of securities. 


INFORMATION 


Sections 12 and 13 of the act require the filing of current information 
about the affairs of companies whose securities are listed on a national 
securities exchange. Section 15 (d) of the act provides for similar 
information from companies which have publicly offered a substantial 
block of securities which remain outstanding. 

Section 19 (a) (2) of the act authorizes the suspension or withdrawal 
of a security for failure by the issuer to comply with the act or rules. 
However, since delisting may penalize public security holders rather 
than the management which has not complied with the act, the Com- 
mission has used this procedure sparingly. Proceedings under this 
section are ordinarily discontinued when the deficiencies are corrected 
and the required information is supplied. 


PROXIES 


One of the basic problems of the modern corporation is the separa- 
tion of ownership from control caused by the scattering of stock 
among holders all over the country. These stockholders cannot per- 
sonally attend meetings of security holders and their vote at such 
meetings must necessarily be by proxy. Section 14 (a) of the Securi- 
ties Exchange Act makes it unlawful to solicit proxies for meetings of 
listed companies except in accordance with rules and regulations 
prescribed by the Commission (regulation X-14). The Commission’s 
jurisdiction in this area was extended under the Public Utility Holding 
Company Act of 1935 and the Investment Company Act of 1940 
to companies subject to these statutes. Section 14 does not compel 
the solicitation of proxies. Public stockholders as a matter of 
practical fact are denied participation in corporate affairs by com- 
panies whose managements do not solicit proxies. The statute and 
the Commission’s proxy rules are based on disclosure and do not 
empower the Commission to interfere directly in the internal affairs 
of a corporation. 

A basic purpose of the rules is to require that each person solicited 
be furnished with accurate and adequate information so that he can 
act on an informed basis when his vote or consent is sought. The 
proxy statement must include information regarding the solicitors, 
the nominees, and all other matters to be acted upon. The proxy 
form must provide space for each person solicited to indicate by ballot 
his approval or disapproval of each matter to be acted upon. A 
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security holder, subject to certain limitations, may also require 
management to include in its proxy material any proposal made by 
the security holder which is a proper subject for action by security 
holders under the laws of the State of incorporation. In view of the 
difficulty of obtaining steckholders lists under the laws of some States, 
provision is made also to enable security holders, not allied with 
management, to solicit the proxies of other security holders. 


TRADING BY CORPORATE “INSIDERS” 


Section 16 (a) requires that each officer and director of a corporation 
with equity securities listed on a national securities exchange, and 
each person who owns as much as 10 percent of such securities, file 
reports showing his holdings and any change in such holdings. These 
reports are available for public inspection and the Commission pub- 
lishes a monthly summary of the information contained in the reports. 

To prevent unfair use of inside information, section 16 (b) provides 
that any profit realized by an officer, director, or 10-percent stock- 
holder from a short-swing transaction (a sale and purchase or purchase 
and sale within 6 months) is recoverable by the issuer. The right to 
sue for recovery of the profits is initially held by the corporation 
itself. If it fails to act promptly, any security holder may sue on 
behalf of the corporation. The Commission has adopted rules under 
section 16 (b) (rules X-16B-1 to X-—16B-7, inclusive) exempting 
certain transactions not intended to fall within the purposes of the 
section. 

Section 16 (c) prohibits short sales of their own company’s equity 
securities by officers, directors, and 10-percent stockholders. (The 
Commission’s rules X-16C—1, 2,3 provide certain limited exemptions. ) 


MANIPULATION 


One of the main purposes of the act is to prohibit manipulative 
practices so that investors can trade in markets where prices are 
established by freely operating investment demand and supply. 

Section 9 of the act makes it unlawful to engage in ‘“‘wash sales’’ or 
“matched orders’? which create a false or misleading appearance of 
active trading. This section covers any security registered on a 
national securities exchange and also serves to prohibit activities that 
create misleading market prices. To prevent tampering with market 
prices not involving the crude device of ‘‘wash sales’’ and ‘matched 
orders,” the section also makes it unlawful to effect a series of trans- 
actions in any security traded on a national securities exchange which 
creates actual, or apparent active trading in the security, or which 
raises or ‘depresses the price of the security for the purpose of induc- 
ing others to buy or sell the security. It makes it unlawful for brokers 
or dealers to encourage the purchase or sale of such a security by the 
dissemination of rumors that the price of the security is likely to rise 
or fall because of manipulative market operations. It also makes 
it unlawful for a person interested in selling or purchasing securities 
to circulate false or misleading information for the purpose of inducing 
others to buy or sell. 

Since the congressional hearings which preceded the enactment of 
the act did not develop conclusive evidence concerning the harmful 
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effects of all “pegging” and “‘stabilizing’’ operations, such activities 
were not forbidden altogether. Instead, they were made subject to 
such regulation as the Commission might find necessary in the public 
interest or for the protection of investors. (See H. Rept. 1383, 
73d Cong., 2d sess.) 

In order to carry out its duties with respect to the antimanipulative 
provisions, the staff of the Commission keeps a daily watch on the 
news and stock tickers for current information affecting market 
prices. Significant price movements in particular securities are ex- 
amined when there appears to be a possibility of manipulation. 

The methods of investigation vary, depending upon the security 
involved and the market place in which it is traded. Generally, the 
investigation begins by obtaining from the appropriate available 
source (it may be the specialist if the security is traded on an exc ‘hange) 
the identity of buying and selling brokers during a designated 
period. The names of their buying and selling customers and the 
amount of their transactions are obtained from these brokers. ‘This 
information is analyzed to determine whether there appears to " 
any concentrated or deliberate effort to influence the price. If i 
appears necessary from an analysis of the preliminary Teaiiitbon, 
the buying and selling customers are interviewed. 

If evidence of a violation is found, a formal order of inve stigation 
may be issued by the Commission, testimony taken under oath and 
subpenas issued for books and records. Few formal orders of investi- 
gation are issued (and fewer proceedings are begun in relation to the 
number of inquiries conducted). But these investigations operate as 
a significant deterrent to manipulative activities. ‘It is also believed 
that the prompt initiation of an inquiry by the Commission frequently 
discourages a potential manipulation. 

The Commission has adopted various rules to implement the 
antimanipulative provisions of the act. One of these, rule X—-10B-2, 
prohibits any person engaged in distributing a security from paying 
any other person for soliciting or inducing a third person to buy the 
security on a national securities exe hange. An exemption is granted 
in those cases where the payment of compensation is made according 
to the terms of a plan authorizing the payment of such compensation 
in connection with a distribution of securities. The plan, filed b: 
the national securities exchange, must be approved and declared 
effective by the Commission. 

In the use of this exemption, two types of plans have been developed 
by the exchanges to permit distribution of large blocks of securities on a 
national securities exchange. The first of these, the ‘‘special offering 
plan,” evolved in 1941 as a result of numerous conferences between 
representatives of the Commission and of various stock exchanges. 
The second type of plan, called the “exchange distribution plan,”’ was 
initially declared effective for the New York Stock Exchange (on the 
recommendation of the Commission’s staff), on August 21, 1953, for 
an experimental period expiring February 26, 1954. The expiration 
date was subsequently extended to February 28, 1955. Other ex- 
changes filed similar plans which were also declared effective for an 
experimental period expiring February 28, 1955. 

These two types of plans permit blocks of securities to be distributed 
through the facilities of a national securities exchange when it has been 
determined that the regular market on the floor of the exchange can- 
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not, within a reasonable time and at a reasonable price or prices, 
absorb the particular block of securities. The plans contain certain 
antimanipulative controls and also require participating members to 
make certain disclosures to persons whose orders are solicited. The 
principal difference between the provisions of the two plans is in the 
manner of determining the offering price of the security. <A “special 
offering” is made at a fixed price based on the market price of the 
security. An “exchange distribution” is made in the regular auction 
market on the floor of the exchange. The New York Stock Exchange 
requested the Commission to declare the exchange distribution plan 
effective so that the regular auction market could be used for the sale 
of blocks of securities traded on the exchange which might otherwise 
be sold on the over-the-counter market. The Commission’s staff felt 
that with certain antimanipulative provisions written into the plan, 
the auction market could properly be used for this purpose. 


STABILIZATION 


Under section 9 (a) (6) of the act, it is unlawful to effect any series 
of transactions for the purchase or sale of any security registered on a 
national securities exchange for the purpose of pegging, fixing, or 
stabilizing the price of such security, in contravention of rules and 
regulations adopted by the Commission. Section 10 (b) of the act 
gives the Commission authority to adopt antimanipulative rules with 
respect to all securities whether or not registered on an exchange. 

The Commission, after an extensive study of the problem, concluded 
that to prohibit stabilization completely on the ground that it is 
manipulative would interfere with the distribution of securities and 
might well impede the flow of capital into industrial expansion. The 
subject of stabilization is extremely complex and the process of 
capital formation might have been seriously disturbed if hasty or ill- 
considered actions had been undertaken. 

In 1939, the Commission adopted a ‘filing’ rule for brokers or 
dealers who stabilized the market for a security being offered under a 
Securities Act registration statement. These brokers were required 
to file, on a prescribed form, transcripts of their transactions in the 
security before and during the period of the stabilization. Later, in 
1940, it developed that dealers were attempting to stabilize securities 
registered on an exchange and offered to the public—claiming that 
such offering was “at the market.’’ The Commission adopted regula- 
tion X-9A6 which prohibited such dealers from pegging the price of 
the security but which did permit them to retard a decline. Securities 
Exchange Act Release No. 3505 (dated November 16, 1943) pointed 
out that— 
lawful stabilization does not encompass transactions which raise the price of the 
security or which create actual or apparent trading greater than that necessary 
to prevent or retard a decline in the price. 

Generally, however, the Commission has administered stabilizing 
practices largely upon informal interpretations. A few of these were 
issued in the form of releases but most of them were rendered by letter 
or telephone in answer to specific requests and not made publicly 
available except by word of mouth. 
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In a report dated December 30, 1952, a subcommittee of the Com- 
mittee on Interstate and Foreign Commerce of the House of Repre- 
sentatives recommended that— 

The Commission should earnestly and expeditiously grapple with the problem 
of stabilization with the view either of the early promulgation of rules publicly 
covering these operations or of recommending to the Congress such changes in 
legislation as its experience and study show now to be desirable. 

After careful study the Commission has formulated and released for 
public comment three rules. These rules deal with (1) permissible 
underwriters’ transactions prior to and during a distribution; (2) the 
times, methods and prices at which stablizing transactions are per- 
missible; and (3) permissible transactions in connection with the offer- 
ing of rights to security holders to subscribe for additional securities. 
A public hearing was held in July 1954, and since that time an ad hoc 
committee of the public (composed of persons who attended the hear- 
ings and others who desired to participate) has conferred with the 
staff and submitted additional proposals. The revised proposals are 
expected to be published for further comment in the near future. 


SHORT SELLING 


In section 10 (a) of the act the Congress authorized the Commission 
to regulaté short selling on exchanges. This problem has always 
been a controversial one. In the congressional hearings before the 
act was passed, short selling was attacked on the ground that it 
tended to unsettle the market, depress prices, and accelerate declines. 
It was defended as a necessary check upon a rising market and as a 
stabilizing factor in the ensuing decline (S. Rept. No. 792, 73d Cong., 
2d sess. ). 

The Commission’s rule X-10A-—1 is intended to eliminate the harm- 
ful effects of short selling without preventing its use under proper 
circumstances. Short sales are permitted at a price higher than the 
preceding different price but prohibited below the preceding different 
price. The rule seeks to convert the short sale from a weapon to an ex- 
pression of opinion. 

FRAUD 


Under section 10 (b) of the act, the Commission has adopted rule 
X-10B-5 which serves as the general antifraud provision under the 
statute. It differs from the fraud provision of the Securities Act of 
1933 in that it applies to fraudulent purchases of securities as well as 
fraudulent sales. This rule has served as a basis for administrative 
action by the Commission and as a basis for criminal action. It has 
also been used as a basis for civil recovery in the courts by persons 
who have been induced to sell securities by fraudulent means. The 
Commission has also adopted rules under section 15 (c) of the act 
which prohibit brokers and dealers from engaging in fraudulent, manip- 
ulative, and deceptive devices or contrivances, and from making 
untrue statements or misleading omissions of material facts in con- 
nection with the purchase or sale of securities. 
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REGULATION OF EXCHANGES 


Section 5 of the Securities Exchange Act of 1934 requires each 
securities exchange within the United States or subject to its jurisdic- 
tion to register with the Commission as a national securities exchange 
or to apply for exemption from registration. Exemption from regis- 
tration may be granted to an exchange which has such a limited volume 
of transactions that, in the opinion of the Commission, it is not prac- 
ticable, necessary, or appropriate in the public interest or for the 
protection of investors, to require its registration. Conditions i 
and procedures for, registration of exchanges are provided for i 
Section 6 of the act and Commission’s rules X-6A- 1, 2, 3. 

In connection with an application for registration by an exchange, 
the constitution, bylaws, and rules of the applicant exchange are 
studied and, if deemed necessary, field investigations are made. As 
a condition of registration, an exchange must agree to comply with 
the provisions of ‘the act and its rules and regulations and to enforce 
compliance by its members. Also, the rules of each exc hange must 
provide for the disciplining of its members for conduct inconsistent 
with just and equitable principles of trade. Further, the exchange 
must declare that willful violation of any provisions of the act, or its 
rules or regulations, shall be considered conduct inconsistent with 
just and equitable principles of trade. 

Information pertinent to the organization, rules of procedure, trad- 
ing practices, and related matters of each exchange is contained in its 
application, and is required to be kept current. These applications 
constitute the principal source of information on matters pertaining 
to exchanges. 

Section 19 (b) of the act authorizes the Commission to alter or 
supplement the rules of a national securities exchange with respect to 
various matters if such action is found necessary to protect investors, 
or to insure fair dealing on the exchange or fair administration of the 
exchange. However, the statute contemplates a substantial degree 
of self-regulation by the exchanges. The Commission is not em- 
powered to alter or supplement the rules of an exchange unless it 
first requests the exchange to take care of the matter itself and the 
exchange fails to do so. The exchange is then entitled to an appro- 
priate hearing, before the Commission exercises its residual authority 
to alter or supplement the exchange’s rules. The rules of the exchanges 
which are subject to the Commission’s residual jurisdiction under sec- 
tion 19 (b) cover a wide range. They include such matters as safe- 
guards in members’ financial responsibility and the fixing of reasonable 
rates of commission. 

In order to keep its registration current, each exchange reports 
changes in its rules and practices to the Commission. All such changes 
are reviewed by the staff which reports to the Commission matters 
which it thinks should be called to its attention. Many of the 
exchanges make it a regular practice to discuss with the staff of the 
Commission proposed changes in their rules prior to adoption. 

There is no provision in “the act expressly giving the Commission 
power to a compliance e with exchange rules. However, as a 
result of the Commission’s review of one exchange’s handling of a 
case involving violations of exchange rules, it became apparent that 
the Commission should be informed of the manner in which exchanges 
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enforced their rules. This was necessary in order to determine whether 
each exchange was organized so as to be able to comply with the act. 
Consequently, in 1939 each exchange was requested to report to the 
Commission all cases in which its members, or partners or employees 
of members violated the act or any rule or regulation under it, or 
any rule of the exchange, and the disposition made of such cases. 
Since that time the exchanges have advised the Commission with 
respect to disciplinary actions taken. These actions involve fines, 
censures, and suspension or expulsion from exchange membership. 
The reports of such actions are reviewed by the staff of the Commission 
to determine whether violations of Federal law appear to be involved. 

In addition to its residual authority over stock-exchange rules and 
practices, the Commission has the power under section 19 (a) (1) of 
the act, to suspend or withdraw the registration of an exchange for 
violation of the act or the Commission’s rules under the act. The 
Commission can take similar action if the exchange fails to enforce, 
so far as is within its power, compliance with the act and rules by 
members and issuers of registered securities. The Commission has 
never had to resort to this power. 

Section 19 (a) (3) authorizes the Commission to suspend or expel 
any member or officer of a national securities exchange for violation of 
the act or rules, and the Commission has invoked this power on 
various occasions. 

The Commission was directed by section 19 (c) of the act to make 
an investigation of the rules of national securities exchanges with 
respect to the classification of members, the methods of election of 
officers and committees, and the disciplining of members 

The Commission’s Report on the Government of Securities Ex- 
changes (H. Doc. No. 85, 74th Cong., Ist sess.) indicated that although 
the Congress had declared that exchanges were affected with a public 
interest, their governing bodies were not selected on a basis that would 
make them particularly responsive to the interests of public customers. 
The report recommended primarily that the commission broker 
receive a much higher numerical representation on the governing 
committee. In addition, the report recommended that office partners 
of member firms, who were frequently the managing partners and were 
likely to meet the public, should be eligible for membership on the 
governing committee, even though they did not hold “seats’’ on the 
exchange. Other recommendations were that nomination of the 
president and of the governing committee should be by petition rather 
than through the device of a nominating committee, that one-third 
of the governing committee should be elected annually, that non- 
members of the exchange should be allowed to be candidates, and that 
membership on standing committees should not be restricted to 
members of the governing committee. 

The Commission then suggested that its recommendations be put 
into effect by voluntary action of the exchanges themselves without 
resort to legislation. 

In November 1937, the Commission requested the New York 
Stock Exchange to work out a satisfactory plan of reorganization. 
The exchange set up a committee which provided a plan for a new 
administrative organization. The exchange revised its constitution 
to provide for direct representation of the public on the board of 
governors, and increased representation of exchange firms doing 
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business with the public. The administrative structure was simplified 
and full-time executive staffs were created to carry out, under a paid 
president, the administrative functions formerly conducted by the 
governors sitting as committee members. 

The present governing committee of the New York Stock Exchange 
is composed of 33 persons and consists of the president, who cannot 
be a member of the exchange and cannot engage in any other business; 
the chairman of the baad who must be a member of the exchange; 
13 members from the New York area, not less than 7 of whom are to 
be allied members of firms dealing directly with the public and not less 
than 10 of whom spend a substantial amount of their time on the floor 
of the exchange; 1 member and 5 allied members from the New York 
area whose firms deal directly with the public; 9 members or allied 
members from outside the New York area whose firms deal directly 
with the public; and 3 representatives of the general public. Other 
exchanges also made revisions in their constitutions following the 
Commission report. 

Suggestions for changes in the matter of disciplining of exchange 
members were also contained in the report. 


SPECIALISTS, ODD-LOT DEALERS, AND OTHER MEMBERS 


The specialist acts as a broker in executing orders for other brokers 
or members. In addition, it is his function, to the extent reasonably 
practicable, to maintain a ‘fair and orderly market on the exchange in 
the security in which he is registered as a specialist. In connection 
with this latter function he effects transactions as a principal for his 
own account (as a dealer). 

In order to supplement the other antimanipulative provisions of 
the act, section 11 (b) makes it unlawful for a specialist to disclose 
information in regard to the orders on his book if such information 
is not available to all members of the exchange. Also, it is unlawful 
for a specialist, when acting as a broker, to effect any transaction on 
the exchange except upon a market or limited price order. 

The problems encompassed within sections 11 (a) and (b) of the 
act have been considered to be an appropriate subject for self-regula- 
tion by the exchanges, subject to the Commission’s residuai authority 
to alter an exchange’s rules under section 19 (b) of the act. In 1935 
the Commission requested every national securities exchange to adopt 
certain rules, including rules to meet the objectives of sections 11 (a) 
and (b) (Securities Exchange Act Release No. 179). In general, these 
rules prohibit trading by members, member firms, or partners for 
their own account, if such trading is excessive either by reason of its 
effect on the market or in relation to the financial resources of the 
member, firm, or partner. A member who acts as a specialist is. 
required to restrict his dealings for his own account in the securities 
in which he is a specialist to those transactions reasonably necessary 
to permit him to maintain a fair and orderly market. The rules 
prohibit a broker, while holding a customer’s unexecuted order, from 
competing to the disadvantage of the customer in the course of trad- 
ing for his own account. 

A member handling a customer’s discretionary account is forbidden 
to execute purchases or sales for such account which are excessive in 
size or frequency in view of the financial resources of the account. 
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Members, firms, and partners are prohibited from making purchases 
at successively higher prices, or sales at successively lower prices, 
for the purpose of creating a misleading appearance of activity or 
unduly influencing the me de price. 

Specialists and odd-lot dealers are prohibited from holding or creat- 
ing options in stocks in which they specialize or act as odd-lot dealers. 
The registration on exchanges of specialists and odd-lot dealers is 
required. Members are required to preserve records and memoranda 
with respect to the transactions which they execute. 

In 1945 the Division of Trading and Exchanges made a study and 
the Commission held a hearing on the problem of floor trading. The 
study indicated that floor traders had been effecting transactions 
for their own accounts which caused stocks to rise or fall inordinately. 
The exchanges agreed by exchange rule to permit floor traders to 
transact normal business but they were not permitted to initiate 
trades which might cause a disorderly market. In 1952 a further 
study was made and the subject remains under examination. 


ADMISSION OF SECURITIES TO UNLISTED TRADING ON NATIONAL 
SECURITIES EXCHANGES 


By virtue of section 12 (f) of the act, some securities are permitted to 
be traded on exchanges on an “‘unlisted” basis; that is, without an 
application by the issuer for listing and registration. The application 
for unlisted trading is filed with the Commission by the exchange. 

As originally proposed, trading in securities on national securities 
exchanges was to be prohibited in unlisted issues after May 31, 1936, 
in the absence of action by Congress. On May 27, 1936, Congress 
amended section 12 (f) to provide for three categories of unlisted 
trading privileges. 

Clause 1 provides for the continuance of unlisted trading privileges 
to which a security had been admitted on an exchange prior to March 
1, 1934, whether or not such security is listed on some other exchange. 

Clause 2 provides for the extension of unlisted trading privileges to 
securities already listed on some other national securities exchange. 

Clause 3 provides for extension of unlisted trading privileges to 
unlisted securities in cases where information and requirements are 
substantially equivalent to those with respect to issues listed on 
national securities exchanges. 

The Commission has adopted rules to prescribe the content of an 
application for the continuance or extension of unlisted trading privi- 
leges (rule X—12F-1); to permit the continuation of trading privileges 
in unlisted securities which have been modified in minor respects, 
thus preserving the exchange market for the benefit of the stock- 
holders (rule X—-12F-2); and to require national securities exchanges 
to differentiate between listed and unlisted securities in the publica- 
tion of transactions or quotations by means of a ticker (rule X-12F-—5). 

The Commission has also adopted a rule exempting from the re- 
quirements of sections 13, 14, and 16 of the act securities admitted 
to unlisted trading privileges, the issuers of which have no security 
registered under the act (rule X-12F-4). It was deemed advisable 
to grant the exemption in these cases since the admission to such 
privileges is upon application of the exchange rather than the issuer. 
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FINANCIAL RESPONSIBILITY OF MEMBERS, BROKERS, AND DEALERS 


The financial responsibility of members of national securities 
exchanges is generally safeguarded by exchange requirements and 
audits. The rules providing for these requirements are subject to 
Commission supervision under section 19 (b) of the act. 

Rule X-15C3-1 adopted by the Commission requires brokers and 
dealers who do business in the over-the-counter market and who 
extend credit, or carry money or securities for customers, to maintain 
a liquid capital equivalent to at least 5 percent of their aggregate 
indebtedness. While this rule exempts the members of specified 
securities exchanges from its requirements, those exchanges have 
requirements which are more comprehensive. 

On January 31, 1955, the Commission announced a proposal to 
amend rule X-15C3-1 which, if adopted, should provide further 
safeguards with respect to the financial responsibility of supervised 
brokers and dealers. Under the present rule, in the computation of 
‘net capital’, a 10-percent deduction is made in the market value of 
securities which form a part of the capital of the broker or dealer. 
Among other things, the proposed revision would increase this deduc- 
tion to 30 percent in the case of all securities except undefaulted debt 
securities that have a fixed interest rate or maturity date. In that 
case, the deduction would be 5 percent unless such securities are 
selling at a discount of more than 5 percent, when the deduction 
would be determined according to a specified formula. This 30- 
percent deduction would» also be applied to certain commodity 
future contracts, whether long or short, and to purchases on open 
contractual commitments. 

The Commission’s hypothecation rules (rules X-8C-1 and X-15C2- 
1) prohibit supervised members, brokers, and dealers from using 
customers’ securities for their own benefit by borrowing more on them 
than the customers owe. In this connection, the New York Stock 
Exchange and some other exchanges also have rules requiring ear- 
marking or segregation of customers’ fully paid securities and custom- 
ers’ excess collateral. 

The Commission’s rule X—17A—5 requires registered brokers and 
dealers, most members of national securities exchanges, and brokers 
and dealers who do business through members, to file a financial report 
during each calendar year. These reports must be certified if the firm 
has made a practice of extending credit to customers or holding cus- 
tomers’ funds or securities. In addition, the Commission adopted 
rules X-17A-3 and 4 which require members, brokers, and dealers 
to maintain specified books and records, including blotters, ledgers, 
and ledger accounts. 

In 1937 the Commission initiated a program of inspection of brokers 
and dealers under the powers granted by section 17 of the act. These 
inspections, made by the Commission’s regional offices, are conducted 
to determine whether brokers and dealers are complying with re- 
quirements of the act and to detect unlawful practices. The inspec- 
tions frequently afford the opportunity to educate brokers and dealers 
concerning these requirements. They also aid in the correction of 
practices which, though not fraudulent, fall short of good business 
standards. 
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The Commission’s broker-dealer inspection program appears to be 
limited in its effectiveness by the lack of funds needed to employ a 
sufficient number of inspectors. Other organizations, such as the 
larger exchanges, the National Association of Securities Dealers, Inc., 
and a few of the States, also inspect the broker-dealers under their 
jurisdiction. Efforts have been made to coordinate their programs 
with the inspection program of the Commission. However, the in- 
spections of each of these other agencies vary in scope and are designed 
to meet their special requirements. In addition their findings are 
confidential to them. Under all the circumstances it has been possible 
to coordinate only the time when inspections are scheduled by the 
various cooperating agencies. This aden haphazard duplication of 
inspections and omissions to inspect; it does not restrict the freedom 
of any inspecting agency to inspect or investigate for good cause. 


REGULATION OF CREDIT IN THE SECURITIES MARKETS 


Section 7 of the act is designed to prevent the excessive use of 
credit in the purchase or carrying of securities. That section makes 
it unlawful for any member of a national securities exchange or any 
broker or dealer transacting a business in securities through any such 
member, to extend, maintain, or arrange for the extension of credit 
on securities other than those registered on a national securities 
exchange (or exempted securities). This section also prohibits exten- 
sion of more than the amount of credit prescribed by the Board of 
Governors of the Federal Reserve System on securities registered on a 
national securities exchange. Section 7 also contains other provi- 
sions which make it possible—under limited conditions—to control 
the amount of credit extended on securities by certain other persons. 
Under this section, the Board adopted Regulation T, which applies to 
brokers and dealers, and Regulation U, which applies to banks. 





CHAPTER VIII—THE OVER-THE-COUNTER MARKET 
THE OVER-THE-COUNTER MARKET DESCRIBED 


The over-the-counter market is that market for securities which 
exists outside the stock exchanges. The term “over-the-counter mar- 
ket’’ itself is misleading. There are no counters and there is no market 
in the sense of a place where buyers and sellers meet to dispose of 
wares. The over-the-counter market is, rather, a complex network of 
trading rooms, linked by telephone, teletype, and telegraph. 

The phrase is a vestigial remainder of the early 19th century when 
shares of stock were literally sold over the counter of private banking 
houses, but the history of the over-the-counter market goes back much 
farther even than that. Although its precise origins are dim, there is 
some indication that such a market existed in tax participation secur- 
ities in Rome in 50 B. C., and by 1100 A. D. there were well-established 
over-the-counter markets in Florence, Genoa, and Venice in debt 
securities, 

If a security is sold through the medium of a broker or dealer, the 
transaction takes place either on an exchange or on the over-the- 
counter market. Those not on the exchange are part of the vast, 
largely unrecorded, dealings on the over-the-counter market. In num- 
ber of transactions, in amount of transactions, and in number of issues 
traded, the over-the-counter market dwarfs the total exchange 
markets. 

The over-the-counter market can be subclassified in various ways. 
First, it may be divided into the new issue market and the market 
for issues already outstanding. The new issue usually has no history 
of bids and offers, must be sold at a fixed price, and has a supply 
limited to those participating in the sales effort. The investment 
banker, in most instances, takes the lead in the marketing procedure. 
He forms a syndicate to assume the risk of underwriting and then a 
selling group to interest buyers. This process provides a very dis- 
similar market from that which exists for outstanding issues. 

Secondly, the over-the-counter market may be classified by type 
of securities. By far the major portion of the market is devoted to 
Government bonds—Federal, State, and municipal. Practically all 
United States issues are traded on the over-the-counter market only, 
but many foreign government bonds have a fairly active exchange 
market. Corporate bonds form the next large group of securities 
traded on the over-the-counter market. About 80 percent of all of 
these transactions take place there. The smallest portion of the 
market in terms of dollar volume, though not in terms of activity, is 
that devoted to corporate stock issues. However, even in terms of 
activity it is small when compared to the transactions effected in such 
securities upon the floor of the exchanges. Bank, insurance, and 
investment company stocks, however, are invariably found only on 
the over-the-counter market. 
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Thirdly, the over-the-counter market may be classified by whether 
the transaction is in a listed security or one which is not listed on an 
exchange. Particularly in the pricing practices of the brokers and 
dealers this distinction is important. Studies have shown that 
approximately 25 percent of all common stock trading and 40 percent 
of all corporate bond trading on the over-the-counter market is in 
listed securities. 

This chapter will deal primarily with the market for industrial stocks 
already outstanding which are not listed. 

There are approximately 700,000 companies in the United States 
with one or more issues of stock outstanding. Over 90 percent of 
these are closely held and have no public market. Little is known 
about the trading in the stocks of these companies, and they play no 
part in the drama of the over-the-counter market. 

Of the 700,000 companies, there are at least 20,000 having sufficient 
public interest to cause some trading in their stocks and bonds.' Most 
of the trading in corporate securities is rather sporadic, and the market 
consists of only occasional bids and offers, but between 2,500 and 3,000 
unlisted stocks have what might be termed ‘‘an active market.’’ This 
might be compared to 2,656 listed and registered on national securities 
exchanges as of the end of 1954. The companies whose securities have 
an active market usually have a large number of public security 
holders, and there is a supply of diel ir securities continuously availab le. 


THE LEVEL OF STOCK PRICES IN THE OVER-THE-COUNTER MARKET 


There are many indexes designed to show the level of stock prices 
on the New York Stock Exchange which are taken as an indication of 
the general level of stock prices. However, until 1948 there was no 
generally accepted index to reflect the prices of stocks on the over-the- 
counter market. In that year the National Quotation Bureau devel- 
oped an index to fill this need. 

Thirty-five stocks were selected from among those with the highest 
market value, most activity, and largest number of stockholders. All 
are domestic industrial corporations. Their total market value was 
approximately one-sixth of the total for all such over-the-counter 
industrial stocks in Moody’s Industrial Manual for 1948. Since then 
various substitutions have become necessary to reflect the listing of 
companies included in the index. Today they include 10 companies, 
such as Smith, Kline & French Laboratories, Anheuser-Busch, Inc., 
and Dun & Bradstreet, Inc., which have been in business over 100 
years; 11 companies such as the M. A. Hanna Co., and Weyvyerhauser 
Timber Co., which originated during the 19th century; and 14 more 
modern companies, such as Time, Inc., Kellogg Co., and Ideal Cement 
Co. 

The trend in stock prices reflected by the graph of average prices 
made by these companies is roughly comparable to the Dow-Jones 
average of stock prices on the New York Stock Exchange. The aver- 
age yield is also comparable. However, like all averages, it is subject 
to the criticism that any change in the companies selected would cause 
a change in result and there can be no assurance that the companies 
selected are representative. The two charts will be found on pages 
154 and 155. 


1 In addition, there are another 20,000 Federal, State, and local issues with at least a minimum market. 
59030—55——_11 
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As shown in charts 1 and 2, the averages and yields of over-the- 
counter stocks run slightly higher than those in the Dow-Jones averege, 
but both follow the same general patterns. Thus, general price levels 
and yields of both exe change and over-the-counter stocks are either 
affected by the same general economic conditions or one is sensitive 
to the other. 

In terms of dollar amounts, the high bid for all the stocks in the 
average on October 1, 1938, would total $615.68. The average at 
that time was 143.13. As of September 1, 1953, the high bid for the 
stocks included in the average was $1,132.38. By November 1, 1954, 
this figure had advanced to $1,353.63, and on February 1, 1955, it was 
$1,442.75. 


HOW THE OVER-THE-COUNTER MARKET OPERATES 


Over-the-counter stocks are traded in a negotiated rather than an 
auction market, like a stock exchange. The price at which a given 
security can be purchased or sold is determined by the old- fashioned 
prince iples of “horse trading,” with the broker-dealer usually acting 
as a principal in the transaction. He may own the security and sell 
it to the customer, deriving his remuneration from the profit he makes 
upon the sale, or he may engage in an essentially riskless trade, finding 
a person willing to sell to him before he makes the sale to the customer. 
If he owns the security he is said to have a position in it. The con- 
verse is also true. He may have a short position and purchase from a 
customer, deriving his profit from the difference between his purchase 
price and his prior sale, or he may not purchase until he has obtained 
an order from someone else to purchase the security from him. 

Sometimes, particularly when a security is not widely distributed, a 
single broker-dealer may constitute the market for the issue, and he 
will hold himself ready to either buy or sell. Of course, he offers to 
buy at a lower price than that at which he offers to sell and makes his 
profit from the difference. Making the market requires sufficient 

‘apital to maintain an inventory in ‘the sec urity when necessary and 
a willingness to fill gaps in the flow of orders. If done properly this 
will convert an intermittent market to a continuous one. 

A few firms limit their activities to transactions with other dealers, 
and thus fulfill a function roughly comparable to that of wholesalers 
in other commodities. Large wholesalers, such as Blyth & Co. and 
First Boston Corp., also do substantial underwriting and manage 
distribution syndicates for the sale of new securities. Private lines 
may connect them with all the large cities in the country—Chicago, 
Los Angeles, Philadelphia, Detroit, Cleveland, St. Louis, Denver, 
Houston, New Orleans, and San Francisco. 

In the trading room the traders sit at a battery of desks giving 
quotations to any who call or write in a language which is a con- 
traction of ordinary English. To the uninitiated it sounds like pure 
gibberish, but to other traders it is precise and meaningful. Thus, 

“all yours” means that there is no satisfactory market for the secu- 
rity being inquired about in the vicinity and, in the opinion of the 
trader, there is a better market for it in the inquirer’s own territory. 
‘Will it close?’ means that the trader thinks the spread between the 
bid and asked prices is too wide and he wishes to ascertain whether 
the other trader’s interest is stronger on the buying side or on the 
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selling side without disclosing his own intentions. He is inquiring 
whether the quoter can increase his bid or reduce his offering, or 
both. If the other trader cannot narrow his bid and offer, he may 
reply, “Sorry, can’t close it.” The phrase, ‘coming to me,’ means 
the trader giving the quotation is advising that the market quoted is 
not his own, but is being made by another trader. All of the recur- 
ring situations are covered by similar shorthand expressions. When 
printed on a teletype message, the phrase is often further shortened 
to a few letters. CTM means “coming to me.” FYI means “for your 
information.””’ BW means “‘a bid on the security is wanted.”’ 

The retailer, who is the broker-dealer having direct contact with 
the customer may buy from either the wholesaler or from another 
retailer. The wholesaler does not, except in unusual cases, deal 
directly with the customer. Even the names of the large wholesalers 
are virtually unknown to the clientele. The individual who wishes 
to purchase some stock on the over-the-counter market goes to either 
a bank or a retail broker-dealer. The bank will perform the service 
for a fee. The broker-dealer charges either a commission or, more 
often, acts as a principal and sells or buys from the customer at a net 
price. 

PRICING PRACTICES IN THE OVER-THE-COUNTER MARKET 


There is no service in the over-the-counter market comparable to 
the ticker service provided for the exchange market. Indeed, there is 
no public record of the actual transactions. There are several guides 
to over-the-counter prices of which the most commanly used is one 
published by the National Quotation Bureau, a privately owned 
company incorporated in New York, with principal offices in New 
York City. 

Three quotation services are furnished by the National Quotation 
Bureau—the daily service and two monthly services, one for stocks 
and one for bonds. Probably the most important is the daily service. 
It is published in three se@tions: Eastern (New York), Western 
(Chicago), and Pacific (San Francisco). Any subscriber who pays 
$360 per year may call or send in up to 10 lines of copy, indicating 
his bids and his wants in any security he desires. For additional fees, 
he can have additional lines. These are compiled and recorded on 
high-speed duplicating machines and sent out after the close of the 
business day to about 1,800 firms and their branch offices. Before 
the opening of business the next day they are in the hands of the 
subscribers. For this service, without the right to list bids and offers, 
a fee of $200 per year is exacted. 

The Nationa! Quotation Bureau also furnishes two monthly quota- 
tion services, one for bonds and the other for stocks. Both summarize 
the daily quotations, give additional quotations obtained from other 
sources, and add further information essential to the trader. Thus, 
the bond summary contains, in addition to the price data, information 
about callable features, conversions, sinking-fund provisions, coupon 
rates and dates payable, reorganization plans, trustees, public-offering 
prices and houses making the offering, and ranges for more than 10 
years on many issues. The stock summar y includes statements of 
the issuer’s principal office, the par value, the transfer agent, dividend 
payments, public-offering prices and the houses making the offering, 
reorganization plans, and the ranges for more than 10 years on many 
issues. 
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With a few exceptions, the daily quotations are available only to 
registered broker ealers. Their prices are supposed to represent 
what is called the inside price. That is the price for which one dealer 
will sell to another, or at which one dealer will buy from another. 
The outside price is the price charged the public, and it is computed to 
allow some profit to the dealer who must purchase at the inside price. 
The monthly summaries may be and are sold to banks, Government 
agencies, and investors. 

On an average day, listings on approximately 7,000 securities are 
carried in the quotation service hey may range in price from 
Raydar and Electronics, Inc. at 1 cent a share $y Eos Angeles Turf 
Club, which currently is ‘quoted at about $53,000 a share. 

It should be emphasized that the quotations in the sheets are not 
transaction prices. They are bids or offers. They indicate a willing- 
ness by the person inserting the items to negotiate at the approximate 
levels specified. Sometimes, only the name of the security and the 
name of the dealer appears. The price column is left blank or the 
symbol OW or BW appears, to show that an offer is wanted or a bid is 
wanted. This is done most often when a firm is simply trying to 
develop an interest in an inactive security or wants to show a general 
interest at prices other than the current prices. This cannot be done 
too often, for the National Quotation Bureau requires subscribers to 
insert a specific price for at least 5 out of every 10 entries submitted. 

Although there is no legal sanction to compel a broker-dealer to 
effect a transaction within the price range he has indicated on the 
sheets, his relationship with the other members of. the profession is 
dependent upon the honesty of his declared intentions. The dealer 
who lists a security is expected to have a legitimate interest in that 
security. Any dealer who acquires the reputation of denying, ignor- 
ing, or backing away from his listings soon finds no one pays any 
attention to his listings and he is just wasting his money by inserting 
them. Usually, therefore, a transaction can be effected at or near 
the prices in the sheets. 

The individual who asks a broker-dealer for a price quotation gets 
the outside price. He may, in the case of some securities, also get this 
quotation from his daily newspaper. At one time, the newspapers 
merely called a few brokerage houses and got together a rather 
haphazard list of quotations. This was often abused. Fictitious and 
even false quotations were supplied. As late as 1944 the Securities 
and Exchange Commission, in a formal opinion, severely criticized 
the method of compiling quotations used by a Boston newspaper on 
the ground that it was misleading.’ 

This problem is still present. In a sense, it is inherent in a system 
which publishes quotations rather than transactions. Many steps 
toward a more useful and more realistic system have been taken 
however. In this the National Association of Securities Dealers has 
taken the lead. Quotations in some 1,200 securities considered of 
national interest are gathered by the National Quotation Bureau 
under the supervision of the National Association of Securities 
Dealers, in New York and San Francisco, and by the association itself 
in Chicago. These are distributed daily to newspapers. In addition, 
the quotations for 650 inactive stocks are gathered and distributed 


Sherman Gleason, 15 8. E. C. 639 (1944). 
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once a week. Each newspaper selects the quotations it considers of 
the most interest to its readers. Additional quotations for securities 
of loval interest are compiled by local committees of the National 
Association of Securities Dealers and distributed to local papers. 

Of course, the “‘inside’’ quotations are modified to allow sufficient 
leeway to the dealer to buy or sell at the prices published in the news- 
paper if he must obtain the securities at the “‘inside’’ quotation. 

The NASD recommends a legend to the effect that the quotations 
reflect approximate prices rather than actual transactions or firm bids 
and offers, but not all newspapers comply. Moreover, some news- 
papers have continued the practice of gathering their quotations 
independently. Thus, apparently, as the Securities and Exchange 
Commission stated in 1936, “the nonprofessional investor in the over- 
the-counter market is chiefly dependent for his knowledge of prices 
and quotations upon the house with which he deals.” * 

However, though dependent upon the dealer for his knowledge of 
prices, the customer is not completely unprotected. A body of law 
has developed, which traces its origin back to the common law of 
England before the American Reveletion. which compels the dealer 
to sell to the customer at a price reasonably related to the current 
market price. It was first applied by the courts to dealers in securi- 
ties in 1943. In Charles Hughes & Co. v. Securities and Exchange 
Commission,* Judge Clark, speaking for the Court of Appeals for the 
Second Circuit, said: 


An over-the-counter firm which actively solicits customers and then sells them 
securities at prices as far above the market as were those which petitioner charged 
here must be deemed to commit a fraud. It holds itself out as competent to 
advise in the premises, and it should disclose the market price if sales are to be 
made substantially above that level. Even considering petitioner as a principal 
in a simple vendor-purchaser transaction, it was still under a special duty, in 
view of its expert knowledge and proffered advice, not to take advantage of its 
customers’ ignorance of market conditions. The key to the success of all of peti- 
tioner’s dealings was the confidence in itself which it managed to instill in the 
customers. Once that confidence was established, the failure to reveal the markup 
pocketed by the firm was both an omission to state a material fact and a fraudu- 
lent device. When nothing was said about market price, the natural implication 
in the untutored minds of the purchasers was that the price asked was close to 
the market. The law of fraud knows no difference between express representa- 
tion on the one hand and implied misrepresentation or concealment on the other. 

* * * * + x * 

The essential objective of securities legislation is to protect those who do not 
know market conditions from the overreachings of those who do. Such protec- 
tion will mean little if it stops short of the point of ultimate consequence, namely, 
the price charged for the securities. Indeed, it is the purpose of all legislation 
for the prevention of fraud in the sale of securities to preclude the sale of “‘secu- 
rities which are in fact worthless or worth substantially less than the asking 

rice” (People v. Federated Radio Corp., 244 N. Y. 33, 40, 154 N. E. 655, 658). 
f after several years of experience under this highly publicized legislation we 
should find that the public cannot rely upon a commission-licensed broker not to 
charge unsuspecting investors 25 percent more than a market price easily ascer- 
tainable by insiders, we should leave such legislation little more than a snare 
and a delusion. 


The case left open the question of what was a reasonable relation- 
ship to the market. It held that a price 25 percent above the market 
was unreasonable. But it did not state what could be charged. 


= apes = the Feasibility and Advisability of the Complete Segregation of the Functions of Dealer and 
roker, p. 66. 
4139 F. 2d 434 (C. A. L., 1943). 
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No case or statute does this. But the National Association of 
Securities Dealers, following the Hughes case, made a survey of the 
association and found that 47 percent of the transactions effected by 
its members were at a gross profit of less than 3 percent and 71 per- 
cent of the transactions were at a gross spread of less than 5 percent. 
The Board of Governors then adopted as an interpretation of its rule 
against unethical conduct a prohibition against entering into any 
transaction with a customer “at any price not reasonably related to 
the current market price of the security.’’ General instructions to 
members were issued emphasizing that while neither maximum nor 
minimum prices were being established, consideration should be given 
to the price of the security, its fluctuations, the amount of money 
involved, the time and effort expended in effecting the transaction, 
and any extraordinary service rendered. In the case of securities 
selling under $10 something more than 5 percent was deemed ordi- 
narily justifiable, but in the case of securities selling for over $10, 
5 percent or an even lower rate would be considered the maximum 
allowable. Today, in most situations, broker-dealers observe this 
“*5-percent philosophy.”’ 


NATIONAL ASSOCIATION OF SECURITIES DEALERS 


Almost all over-the-counter broker-dealers in industrial stocks are 
members of the National Association of Securities Dealers, Inc. 
They have to be to stay in business. Only members may have the 
advantage of “inside” prices. No member may trade with a non- 
member broker or dealer except at the prices and for the same com- 
missions or fees as are charged the public. 

The association is a direct lineal descendant of the organization of 
brokers and dealers under the National Industrial Recovery Act. 
When that was declared unconstitutional in the spring of 1935, the 
Securities and Exchange Commission and representatives of the 
industry met to discuss how the code organization could be per- 
petuated. The rules of fair conduct issued and enforced by the code 
had met general approval. As a temporary expedient, the Investment 
Bankers Conference, Inc., was formed in 1936. 

On January 5, 1938, Senator Maloney introduced in the Senate a 
bill, jointly sponsored by the Commission and the Investment Bankers 
Conference, Inc., to amend the Securities Exchange Act in order to 
provide for the establishment of a mechanism for the regulation of the 
over-the-counter brokers and dealers. This amendment became known 
as the Maloney Act. It added a section 15A to the Securities 
Exchange Act providing that voluntary national securities associations 
could be formed to supervise the conduct of their members. Of 
course, such associations were themselves subject to regulation by 
the Securities and Exchange Commission. 

The Maloney Act was passed and became law on June 25, 1938. 
The Investment Bankers Conference, Inc., then reorganized as the 
National Association of Securities Dealers, Inc., a nonprofit corpora- 
tion formed under the laws of Delaware. On August 7, 1939, it was 
registered under the Maloney Act. It is the only association which 
has ever applied for registration under that act. 

At the time of registration, the NASD had about 1,500 members. 
As of February 1, 1955, there were 3,210 members which is about 
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three-fourths of the 4,206 brokers and dealers who were registered 
with the Commission at the end of 1954. Each member of the asso- 
ciation must also register his representatives. These numbered 38,514 
as of February 1, 1955. 

As might be expected, NASD members are heavily concentrated 
in New York City. It has over 900 members with principal offices 
there, 4 times the number in any State other than New York State. 
The only State with no principal office of a member is North Dakota. 
The greatest increase in membership last year was recorded in Utah. 
Its membership rolls went from 16 to 47 between January and De- 
cember of 1954. Undoubtedly, the speculative uranium fever con- 
tributed substantially to this upsurge. 

The NASD is a private organization with public responsibilities. 
Senator Maloney, when the Maloney Act was under consideration, 
termed the mechanism the act sought to establish one of “cooperative 
regulation.”’ ° 

The association itself feels it ‘was created for the purpose of pro- 
moting high standards of commercial honor and just and equitable 
prine iples of trade in the investment banking and securities business.”’ ® 

There are 21 governors of the association who are elected by the 
14 districts for 3-year terms. The number of governors to which each 
district is entitled varies. In each district there is a district committee 
of not more than 12 members chosen by the membership for staggered 
3-year terms. Each district committee must appoint a district busi- 
ness conduct committee of not more than 12 members, and may 
appoint as many local business conduct committees as are necessary 
or appropriate. 

The district business conduct committee has the major burden of 
enforcing the association’s rules of fair practice. These rules include 
a general requirement that all members ‘‘shall observe high standards 
of commercial honor and just and equitable principles of trade.’ This 
rule, and others, are directed toward raising the ethical, as distin- 
cuished from the legal, standards of the profession. In addition, 
there are a number of particular rules patterned after the Commission’s 
fraud and disclosure requirements. 

The members of the association are inspected regularly to deter- 
mine whether they abide by these standards. At the present time, 
approximately 1,000 of the 3,200 members are examined annually. 
If an infraction of the rules of the association is uncovered, appropriate 
disciplinary or other action is initiated. During the fiscal vear 
1953-54, final action was taken in 27 disciplinary proceedings. The 
penalties ranged from censure to expulsion from membership and im- 
position of fines ranging from $100 to $3,500. 

Any action taken by the NASD is subject to review by the Securi- 
ties and Exchange Commission and by the courts. 


QUALIFICATIONS OF BROKER-DEALERS 


Anyone can become a broker or dealer. There are no “‘seats’’ on 
the over-the-counter market. To open up for business, a person need 
only register with the Securities and Exchange Commission and with 


583 Congressional Record 4451 (1938). 
6 Statement of Mr. Car! Stolle, chairman of the board of governors of the National Association of Securities 
Dealers, Inc., before the Committee on Ways and Means of the House of Representatives, July 28, 1953. 
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the appropriate State commission. The Securities and Exchange 
Commission may deny registration if it finds that denial or revoca- 
tion is in the public interest and that the applicant either: 

1. Hac made a false or misleading statement of a material fact 
in any application for registration or in any proceeding before the 
Commission with respect to registration; or 

2. Had been convicted within 10 years of any felony or mis- 
demeanor involving the purchase or sale of a security or arising 
out of the conduct of business as a broker or dealer; or 

3. Is enjoined from engaging in or continuing any conduct or 
practice in connection with the purchase or sale of a security; or 

4. Has willfully violated the Securities Act of 1933, or the 
eee Exchange Act of 1934, or any rule or regulation there- 
under. 

The State laws vary widely. Some simply require a notification of 
intention to do business. Some require no filing of any kind. Al- 
though not required, it is almost essential for economic survival to 
join the NASD. 

Neither the Federal nor the State laws prescribe any intelligence, 
physical, age, or reliability tests. 'The NASD has under consideration 
proposals which would bar from membership and employment by 
member firms individuals without adequate qualifications or experi- 
ence. But these are difficult to translate into acceptable language, 
for the association may not adopt any discriminatory practices. 

Once registered, the broker or dealer may have his license taken 
away or his registration revoked or suspended for any of the reasons 
which would have been grounds for denial of his application. In 
addition, most of them must abide by certain financial standards. 
Several State laws also impose capital requirements or bonding 
requirements upon their brokers and dealers. The one excursion by 
the NASD into this field was an attempt to amend the bylaws of the 
association to require that each member maintain a minimum net 
capital of $5,000 or $2,500, dependin ng upon the character of the 
member’s business. This was rejected by the Commission on the 
pemee that it was inconsistent with the general purpose of the 

aloney Act and it therefore never became effective. 


REGULATION OF THE OVER-THE-COUNTER MARKET 


The Securities and Exchange Commission’s authority in the regula- 
tion of the over-the-counter market is set forth principally in section 15 
of the Securities Exchange Act and complemented by certain other 
sections, particularly 8, 10, and 17. 


As originally enacted, section 15 authorized the Commission, in the 
most general terms, to— 


prescribe such rules and regulations as it deemed necessary or appropriate in the 
public interest and to insure to investors protection comparable to that provided 


* * * in the case of national securities exchanges. 
The section authorized the Commission by rule to— 


provide for the regulation of all transactions by brokers and dealers on any such 
market, for the registration with the Commission of dealers and/or brokers 
making or creating such a market, and for the registration of the securities for 
which they make or create a market * * *. 
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In 1936 the Commission recommended that section 15 be amended, 
first to provide for registration of brokers and dealers by statute, and 
second to define more precisely the Commission’s powers to regulate 
the over-the-counter market. The result was that the old section 15 
was repealed and what are now section 15 (a), 15 (b), and 15 (c) (1) 
were enacted. 

Registration of brokers and dealers.—The registration of brokers and 
dealers may be called the keystone of the program to regulate brokers 
and dealers. Section 15 (a) of the Securities Exchange Act provides 
that no broker or dealer shall use the mails or any means or instru- 
mentality of interstate commerce to effect any transaction in, or to 
induce the purchase or sale of, any security (other than an exempted 
security) otherwise than on a national securities exchange unless he is 
registered with the Commission or his business is exclusively intrastate. 

Application for registration is made by filing form BD (which re- 
quires information concerning the principals and controlling persons 
and whether such persons and employees are subject to any disquali- 
fication which could be a basis for denial of registration) and a finan- 
cial statement. Ordinarily the application becomes effective 30 days 
after it is filed unless the Commission institutes proceedings to deny 
registration. 

Section 15 (b) gives the Commission the power to deny or revoke 
the registration of a broker or dealer if it finds that denial or revoca- 
tion is in the public interest and that such broker or dealer, or any 
controlling or controlled person, (a) willfully made a false or misleading 
statement of a material fact in any application for registration or in 
any proceeding before the Commission with respect to registration; 
or (b) has been convicted within 10 years of any felony or misdemeanor 
involving the purchase or sale of a security or arising out of the con- 
duct of business as a broker or dealer; or (c) is enjoined from engaging 
in or continuing any conduct or practice in connection with the pur- 
chase or sale of a security; or (d) has willfully violated the Securities 
Act of 1933, or the Securities Exchange Act of 1934, or any rule or 
regulation thereunder. 

Once a broker-dealer is registered he must keep the information in 
his application current by filing an amendment promptly after any 
information becomes inaccurate for any reason (rule X-15B-2). _ 

Books, records, and other reports by broker-dealers.—The Commission’s 
rules X-17A-3 and 4 requires registered broker-dealers, exchange 
members who do business with other than members, and broker- 
dealers who do business through members, to keep current, and 
ee for a designated period, certain books and records, including 

lotters, firm ledgers, customers’ ledger accounts, a securities position 
record and copies of orders and confirmation. In addition, rule 
X-17A-5 requires these same members, brokers, and dealers, to file 
during each calendar year a financial report furnishing detailed 
financial information. These reports must be certified if the firm has 
made a practice of extending credit to customers or holding customers’ 
funds or securities. 

Antifraud and antimanipulative provisions.—Section 15 (c) (1) of 
the Securities Exchange Act prohibits manipulative, deceptive, and 
other fraudulent devices and contrivances by brokers or dealers in 
over-the-counter transactions, and empowers the Commission by 
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rule to define such devices and contrivances. Rule X—15C1—4 requires 
the furnishing of a confirmation to a customer and prescribes the 
information that must be contained therein. Other rules adopted 
under this section require a broker-dealer to disclose his control rela- 
tionship to the issuer of the security (X—15C1—5) and his interest 
in distributions under certain circumstances (X—15C1-6). Rule 
X-15C1-7 prohibits excessive trading by a broker-dealer in discretion- 
ary accounts. Rule X-15C1-—8 makes it unlawful for a broker-dealer 
interested in a distribution to represent that the security is being 
offered ‘‘at the market” or at a price related to the market unless he 
knows or has reason to believe that an independent market exists 
for such security. 

Rule X-15C1-2 is a broader and more general rule. It prohibits 
brokers and dealers, in the purchase or sale of any security (in the 
over-the-counter market) from employing anv act, practice, or course 
of business which operates as a fraud or deceit upon any person, and 
from making any untrue statement or misleading omission of a 
material fact. This rule, limited to brokers and dealers, supplements 
the more general antifraud and antimanipulative provisions of 
section 17 (a) of the Securities Act of 1933 and Rule X-10B-5 adopted 
under section 10 (b) of the Securities Exchange Act. In substance, 
these provisions make it unlawful for any person, in connection with 
the purchase or sale of a security, by use of the mails, interstate 
commerce, or the facilities of a national securities exc change (1) to 
employ any device, scheme, or artifice to defraud; (2) to make any 
untrue statement or misleading omission of a material fact; or 
(3) to engage in any act, prac tice, or course of business which operates 
as a fraud or deceit upon any person. While the specific antimanipula- 
tive provisions contained in section 9 of the Securities Exchange Act 
are applicable only to securities registered on a national securities 
exchange, manipulation in the over-the-counter markets is generally 
made unlawful through the application of section 17 (a) of the Securi- 
ties Act and the Commission’s rules X-10B-5 and X-15C1-2 under 
the Securities Exchange Act. 

Section 15 (c) (2) of the Exchange Act prohibits brokers and dealers 
from engaging in fraudulent, manipulative, and deceptive acts and 
practices, and from making fictitious quotations in connection with 
transactions in the over-the-counter market, and it empowers the 
Commission, by rules and regulations, to prescribe means reasonably 
designed to prevent such acts, practices and fictitious quotations. 
The Commission has adopted various rules under this section. For 
example: (1) Rule X-15C2-1 makes the hypothecation rules applica- 
ble to brokers and dealers doing business in the over-the-counter 
market who might not be covered by the provisions of section 8 (ce) 
and rule X-8C-—1 thereunder. Generally speaking, the hypothecation 
rules prohibit the following practices in connection with the hy- 
pothecation of customers’ securities: (2) commingling of customers’ 
securities without the written consent of each such customer, (6) 
commingling the firm’s and the customers’ securities in connection 
with a loan to the firm, and (ce) subjecting customers’ securities to a 
lien for a sum exceeding the total amount due on all securities carried 
for the accounts of customers. (2) Rule X—15C2-2 prohibits broker- 
dealers from trading over the counter in a security admitted to trading 
on an exchange during the period that it is suspended from exchange 
trading by the Commission’s action under section 19 (a) (4). 
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Financial responsibility of brokers and dealers —Rule X—15C3-1 
adopted by the Commission requires brokers and dealers who do busi- 
ness in the over-the-counter market and who extend credit, or carry 
money or securities for customers, to maintain a liquid eapital equiva- 
lent to at least 5 percent of their aggregate indebtedness. This rule 
does not apply to the members of certain specified securities exchanges 
which are believed to have more comprehensive requirements. 

As noted above, the Commission’s hypothecation rules prohibit 
members, brokers, and dealers subject to their requirements from 
using customers’ securities for their own benefit by borrowing more 
on them than the customers owe. 

Broker-dealer inspection program.—In 1937 the Commission initiated 
a program of inspection of brokers and dealers under the powers 
granted by section 17 of the act. These inspections, made by the 
Commission’s regional offices, are conducted to determine whether 
brokers and dealers are complying with applicable requirements and 
to detect unlawful practices. The inspections frequently afford the 
opportunity to educate brokers and dealers concerning applicable 
requirements. They also aid in the correction of practices which, 
though not fraudulent, fall short of good business standards. 

The extent of the broker-dealer inspection program depends pri- 
marily on the availability of funds. Many members of the investing 
public have the erroneous impression that every registered broker- 
dealer firm is inspected regularly in a manner comparable to the exam- 
inations made of banking institutions. This, of course, is not so, and 
would be possible only with a substantial increase in personnel and a 
corresponding increase in costs. 

Other organizations, such as the more important exchanges and the 
National Association of Securities Dealers, Inc., and a few of the 
States, also inspect the broker-dealers subject to their jurisdiction. 
Efforts have been made to coordinate their programs with the inspec- 
tion program of the Commission. However, the inspections of each 
of these other agencies vary in scope and are designed to meet their 
special requirements, and their findings are confidential to them. 
Under all the circumstances it has been possible to coordinate only 
the time when inspections are scheduled by the various cooperating 
agencies. This reduces haphazard duplication of inspections and 
omissions to inspect; it does not restrict the freedom of any inspecting 
agency to inspect or investigate for good cause. 


PROBLEMS OF THE OVER-THE-COUNTER MARKET 


Issuers ——There are many differences between the regulation of 
issuers of over-the-counter securities and issuers of securities listed 
and registered on a national securities exchange. Thus, the issuers of 
listed securities must file periodic financial statements disclosing their 
current financial position and proxies solicited by them are subject to 
the rules of the Commission governing the solicitation of proxies, 
which assure to investors an effective voice in the management of 
their enterprises. In addition, officers, directors, and large stock- 
holders of listed companies must disclose their holdings of equity 
securities and any changes which take place in these holdings. If, as 
a result of short-term trading, a profit is realized, that profit is payable 
to the corporation. Short selling by these persons is completely 
forbidden. 
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Those issuers who are subject to the Public Utility Holding Company 
Act and the Investment Company Act are subject to similar require- 
ments. In addition, section 15 (d) of the Securities Exchange Act 
requires issuers who have more than $2 million of any class of securities 
outstanding who come to the market for funds to file periodic financial 
reports thereafter. However, there remain many issuers who are 
neither utility nor investment companies subject to Commission juris- 
diction and who do not come within the category covered by section 
15 (d) of the Securities Exchange Act who therefore are not subject 
to any of the requirements applicable to listed companies. 

Brokers and dealers—The over-the-counter broker and dealer is 
subject to State regulation, Federal regulation, and regulation by his 
trade association. These sometimes overlap and sometimes leave 
gaps. Some students feel that these regulations should be integrated. 

he Securities Exchange Act and the rules adopted by the Com- 
mission prohibit manipulative, deceptive, or other fraudulent devices 
or contrivances by brokers or dealers in the over-the-counter market. 
Among other things, these rules require a broker or dealer to disclose 
his control relationship and his interest in distributions. It is also 
required that the customer receive a confirmation of his transaction 
and prescribe the information that the confirmation must contain. 
The Commission has adopted hypothecation rules, a net capital— 
aggregate indebtedness—ratio rule and various other rules intended 
to safeguard customers and investors in their relationships with 
brokers and dealers who do business in the over-the-counter market. 
Since protection of the public against fraud is a basic purpose of the 
legislation the adequacy of the protection must always be under 
review. 

The markets.—A standard of a good market should be one which is 
honest, provides sufficient competition to permit economic laws to 
operate, leaves room for proper evaluation of each security, and is 
broad enough to permit easy mobility of funds and securities. Al- 
though such an ideal may be impossible of complete achievement, it 
represents a goal that can be sought. 

The market for some securities consists of only a few bids and offers, 
widely separated, and in small amounts. This is called a “thin” 
market. This does not necessarily mean that the market does not 
reflect a high degree of judgment, for the market evaluation can often 
be better done against such a background. It does mean, however, 
that there is likely to be less continuity than may be desirable. 

Listed securities.—Securities listed on an exchange may also be 
traded over the counter. This gives rise to many problems. The 
difference between the net cost to the customer, the amount of 
information about price which may be presumed, and the type and 
amount of security which properly may benefit from such dual trad- 
ing are all subjects that require attention. 

The investor.—The investor is subject to different controls when 
he has over-the-counter securities than when he has listed securities. 
Chief among these are the credit regulations. He may not borrow 
any money upon unlisted securities from a broker or dealer, but no 
legal limitation upon his borrowing from a bank is imposed. The 
margin requirements imposed 7: ee U apply only to loans 
for the purpose of carrying a listed security. me persons have 
considered this an anomalous situation. 





GENERAL APPENDIX 


1. Concentrated holdings of common stocks of 1,043 corporations lisied on The New 
York Stock Exchange, December 1954 


(Thousands of shares] 


Shares out- | Shares held 


stitu- 
standing’ | Y neti 


Abbott Labs 
ABC Vending 
ACF-Brill !__.. 
ACF Industries. 


PN eh, Sa 
Aipee, Tamm Steel... ...ccnscccccccss 
Allen Industries 

Allied Chemical 

Allied Kid 

Allied Mills 

Allied Stores 

Allis-Chalmers 

Alpha Port. Cement 


. Colortype 
. Crystal Sugar 


. & For, Pwr....- 
. Gas & Elec.....--- 


Am. Mach. & Fdry 
Am. Mach. & Met 


Bee footnotes at end of table, p. 181. 


Shares held 
by officers, 
directors, 

associates, 


Other large 
holdings 
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Concentrated holdings of common stocks of 1,043 corporations listed on The Ne 
York Stock Exchange, December 1954—Continued 


(Thousands of shares] 


Shares held 
Shares held by officers, 
by institu- directors, 
tions - associates, 
ete. 


Other large 
holdings 


Shares out- 


2e ~ 
standing Pere 


Name 


Am. Motors !._.. ba hid 5 134 
Am. Natural] Gas__-_-- ” 663 86 
Am. News...-. ‘ 5 | 24 
Am, Optical_..--. i é 63 30 
Am. Potash B.- 47 10 

Am. Radiator 515 59 

Am. Safety Razor. - : » 386 

Am. Seating _- _ 30 

Am. Shipbldg. , 4 

Am. Smelting- 5, 44: 13 

Am. Snuff : 10 

Am. Stee] Fdry_____-- penis i ¢ 8 

Am. Stores_ - = - ’ 2 72 

Am. Sugar Refining. exe &3 

Am. Sumatra_.-- a { f ll 

Wy eee 2, 8 

Am. Tobacco ‘ nates , 19 

Am. Viscose : 22 

Am. Water Works__-- 2, 8 

Am. Woolen !__ 3 1 

Am. Zinc-- 

Anaconda Copper. 

Anaconda Wire___- 

Anchor Hocking__- 

Anderson Clayton. 

Anderson Prichard_ 

Andes Copper. 7 3, : - ; 3, 513 
A. P. W. Products! 7 ; 
Archer Daniels. 

Argo Oil 

Armco Steel 

Armour ! 

Armstrong Cork..- 

Arnold Constable __- 

Artloom Carpet !- 

Arvin Industries___ 

Ashland Oil 
Assoc. Dry Goods 
Assoc. Invest 
Atchison, Topeka 
Atlantic City Elec___- 
Atl. Coast Line RR 
Atl., Gulf & W. I.8_- 
Atlantic Refining __- 
Atlas Corp 

Atlas Powder.__- 
Atlas Tack !_- 
Austin Nichols 1_- 
Automatic Canteen. 
Aveo Mfg_.- 
Babbitt 

Babcock & Wilcox_.........--- 
Baldwin Lima... .-...-- 

Balt. & O io RR-. 

Bangor & Aroostook ! 

Barber Oil 

Barker Bros 

Bat’ Iron Works. 

Bavuk Cigars 

Beatrice Foods 

Bea'init Mills 

Beech Aircra‘t__- 

Beech-Nut Packing 

Beljing Herrinwav__-_- 

Bell Airera’t (2/1) 7 

Bell & Howell 

Ben tix Aviation (2/1) 7. 

Bene. Loan (24-1) 7. 

Benguet Cons.!__ 

Best & Co_. 

Best Foo’s 

Bet*lerem Steel_- 

Bigelow Sanford ! 

Black & Decker 

Blaw-Knox_. ; 

Bliss & Latghlin 


See footnotes at end of table, p. 181. 
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Concentrated holdings of common stocks of 1,043 corporations listed on The 
York Stock Exchange, December 1954—Continued 


[Thousands of shares] 


Shares held 
Shares held by officers 
by institu- directors 
tions associates 
et 


Shares out- 
standing 


Bliss E. W 
Blockson Chemical 
Boeing Air. (2/1)? 
Born Aluminum 
Bon Ami A.-.. 

Bon Ami B! 

Bond Stores 

Book of Month_. 
Borden.. 

Borg Warner (3/1) * 
Boston Ec ison 
Boston & Maine ! 
Bower Roller. 
Braniff Air.!_. 
Briigeport Brass 
Briggs Mfg 

Briggs & Stratton 
Bristol Myers 
Bklyn. Union Gas. 
Brown & Bigelow 
Brown Shoe 
Brunswick Balke 
Bucyrus Erie 

Budi Co 

Buffalo Forge (2/1) ’ 
Bullard ___- 

Bulova Watch 
Burlington Mills 
Burrovg!'s__- 

Bush Terminal 
Butler Bros 

Butte Copper ! 
Byers A. M.!. 
Byron Jackson 
Calif. Packing 
Callahan Zine '_. 
Calumet & Hecla- 
Car pbell Wyant--- 
Canada Dry 

Ca, Breet. ..4..--.. 
Can. Pacific Rwy ---- 
Cannon Mills 
Capital Airlines ? 
Carborundum 
Carey Philip 

Caro., Cl. & Ohio-- 
Caro. Pwr. & Lt. (2/1) 7 
Carpenter Steel -.--.. 
Carrier Corp 
Carriers & Gen 
Case J. I.1_. 
Caterpillar Tractor 
Celanese_..-. 
Celotex_..-.- 

Cent. Aguirre --_-_. 
Cent. Fdry-- 


Cent. of Ga.!_ 


Cent. Hud. Gas_- 
Cent. Ill. Lt 
Cent. Ill. Pub. Serv.- 


Cent. RR NJ A}__-- 


Cent. RR NJ B11. 

Cent. & 8. W- 

Cent. Violeta 

Century Ribbon_ -- 

Cerro de Pasco. - 

Certainteed --_... 

Chain Belt 

Champion Paper 

Chance Vought Airc. (see United Air- 
ctaft).._. oaek ; 

Checker Cab ! jail is 

Chesapeake Corp-.--- bite io 


See footnotes at end of table, p. 181. 
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Concentrated holdings of common stocks of 1,048 corporations listed on The New 
York Stock Exchange, December 1954—Continued 


[Thousands of shares} 


Name 


Ches. & Ohio 
Chicago Cor 
Chi. & E. ll 

Chi. & E. Tl. A 
Chi. Gr. Western 


Chi., 

Chi., Milw. St. P 

OTE ek ae 
Chi. Pneumatic (2/1) ' 

Chi. Rock Island 

Chi. Yellow Cab 

Chickasha 

EE tint ecinccinnn indinenene 
Chrysler 


Cine. Mill. Mach... 
C. 1. T. Fin 

Cities Serv. (244-1) 7 
City Invest 

City Prod 

City Stores 

Clark Equipment 
Cl. El. Mum 
Clevite Corp 
Climax Molybdenum 
Clinton Foods 
Clopay Corp.! 
OCluett, Peabody 


Colgate-Palmolive 
Collins & Aikman! 
Colo. Fuel 

Colo. & So. Rwy 
Columbia Brd. A 
Columbia Brd. B 
Columbia Gas 
Columbia Pictures 
Columbian Carbon 
Col. & S. Ohio 
Comb. Engineering 
Comm. Credit 
Comm, Solvents 
Comm. Edison 
Conde Nast 

Cone Mills 
Cong.-Nairn 

Cons. Cigar 

Cons. 
Cons. Edison 
Cons. S 
Cons. 
Cons. 
Cons. 
Cons. 
Cons. 
Consumers Power. 
Container Corp 
Continental Baking 
Continental Can 
Continental Copper 
Cont. Diamond 


Nat. Gas (2/1)? 
Retail Stores ! 


Cooper Bessemer ! 
Copper Range. 

Copper. Steel 

Corn Products --.........- 
Cornell Dubilier 

Corning Glass 

Cosden Petroleum 


See footnotes at end of table, p. 181. 


Shares out- | 
standing 








Shares held 
by institu- 
tions 


Shares held 
by officers, 
directors, 
associates, 

| ete. 


Other large 


holdings | Percent 
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Concentrated holdings of common stocks of 1,048 corporations listed on The New 
York Stock Exchange, December 1954—Continued 


(Thousands of shares] 


' 
Shares held 


Shares heli | by officers, | : 

— by institu- directors, (ar oe Percent 
tions associates, aes 

etc. 


i 


SSSRRuSBa 





Dayton Power 
Dayton Rubber 


Deep Rock Oil! 
Deere & Co 
Dela. & Hudson 


Dela. Lack. & W 


Den. & Rio Grande 
Detroit Edison 
Det.-Mich, Stove ! 
Detroit Steel ! 


Devoe & Reynolds A...............-.. 
Diamond Alkali 

Diamond Match. .-- 

Diamond T Motor ! 





Distillers Corp 

Diveo Corp 

Dixie Cup 

Dobeckumn Co 

Dr. Pepper 

Dome 

Douglas Aire. (2/1) 7 

Dow Chemical 

Dresser Industries 

— oe 3/1)" 
uplan Corp....--. 

duPo 


D. W. G. Cigar 
Eagle Picher 
Eastern Air Lines 
Eastern C 


Elastic Stop Nut 
El. Auto Lite! 


Exchange Buffet ! 
Fairbanks Morse 


See footnotes at end of table, p. 181. 
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Concentrated holdings of common stocks of 1,043 corporations listed on The New 
York Stock Exchange, December 1954—Continued 


{Thousands of shares! 


Shares held 

Shares held by officers, 

by institu- directors, 

tions associates, 
etc. 


Shares out- 
standing 


Other large 


Io > 
holdings Percent 


Falstaff Brew _-_-_- , 923 . 
Family Finance , 839 : ; 379 
Fansteel Met 721 
Fawick , 008 
Fedders Quigan ! , 519 
Fed. Mogul. _- 929 
Fed. Dept. Stores- -- i ‘ 3, 509 
Felt & Tarrant 531 
Ferro Corp 589 
Fidelity Phenix. ‘ 2, 000 
Filtrol = ; , 313 
Firestone Tire (2/1)7- , 890 
First Natl. Stores ; , 637 
Firth Carpet __ : 08 582 
Flintkote 20 
Florence Stove ! 367 
Fla. Pwr. Corp 2, 326 
Fla. Pwr. & Lt bic 450 
Follansbee Steel. 464 
Food Fair Stores. -- 2, 376 
Food Mach 2, 977 
Foster Wheeler __ 570 
Francisco Sugar !__ : 350 
Franklin St_____ ; 751 
Freeport Sulphur____ a 2, 400 
Froedtert __.. 939 
Fruehanf Trailer _- -- , 460 
Gabriel Co.! 519 
Gair Robert_ 2, 249 
Gamble Skogmo 2, 491 
Gamewell_ __ J 358 
Gardner Denver 658 
Garrett Corp 728 
Gar Wood !____- , 132 
Gaylord Cont_- 2 2, 696 
Gen. Am, Inv. , 800 


Gen. Am. Transp. -- 2, 182 
Gen. Baking_- -- - ; , 570 
Gen. Bronze____. 329 
Gen. Cable__ , 933 
Gen. Cigar 473 
Gen. Contract__. ; ‘ , 663 
Gen. Dynamies___..--: 974 
Gen. Electric (3/1)’ 86, 538 
Gen. Finance-__- , 079 
Gen. Foods 5. 821 
Gen. Instrument. - 818 
Gen. Mills_- 2, 219 
Gen. Motors... , 485 
Gen. Out. Adv 493 
Gen. Port. Cem. (2/1)7_-_- 2, 080 
Gen. Prec. Eq--. ae 650 
Gen. Pub. Service 3, 304 
Gen. Pub. Utilities _ 9, 099 
Gen. Rwy. Signal__- 338 
Gen. Realty , 309 
Gen. Refractories 988 
Gen. Shoe , 039 
Gen. Telephone. _. 3, 414 
Gen. Time 442 
Gen. Tire__- ae , 208 
Ga. Pac. Plywood , 132 
Gillette... 000 
Gimbel , 955 
Gleaner Harvester __- 400 
Glidden ie 2, 291 
Goebel... 400 
Goodall Sanford !___- ‘ 556 
Goodrich (2/1)? . , 004 
Goodyear Tire (2/1)? 9, 032 
Gotham Hosiery ! 400 
Gould Natl. (2/1)? 696 
Grace W. R 2, 634 
Graham Paige ! 5, 617 


Granby Cons 450 


See footnotes at end of table, p. 181 
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Concentrated holdings of common stocks of 1,043 corporations listed on The New 
York Stock Exchange, December 1954—Continued 


{Thousands of shares} 


Shares held 
by institu- 


Shares out- 
Standing 


Grand Union 
Granite City Steel? 
Grant W. T 
Grayson- Robinson 
Gr. No. tron Ore 
Gr. No. Paper 

Gr. No. Rwy, (2/1)?. 
Gr. West. Sugar 
Green H. L 
Greenfield Tap 
Greyhound 
Grumman Aire 
Guantanamo Sugar 
Gulf, Mobile 

Gulf Oil 

Gulf St. Util 
Hackensack Water 
Hall, W. F 
Halliburton Oil 
Hamilton Watch 
Hammermill Paper 
Harbison-W alker 
Hart, Schaffner 
Hat Corp 

Hayes Industries 
Haves Mfg 
Hazel-Atlas 

Hecht Co 

Heinz H. J 

Helme 

Hercules Motor 
Hercules Powder 
Hershey Chocolate 
Hertz Corp 
Hewitt Robins 
Heyden Chemical 
Hilton Hotels 
Hires Chas 
Holland Furn 
Hollander A.! 


Holly Sugar 
Homestake Mining 
Honolulu Oil 

Hooker Elect. (3/1)? 
Houdaille-Hers.' 
Household Fin. (2/1)? 
Houston Ltg 
Houston Oil 

Howard Stores 

Howe Sound 

Hud, & Man. RR.! 
Hud. Bay Mining 
Hunt Foods 

Hupp Corp 
Hussmann Ref 
Idaho Power 

Til. Cent. RR. (2/1)? 
Ill. Power 

Ill. Terminal RR 
Ind. Pwr. & Lt. (2/1) 7 
Ind. Rayon ; 
Ingersoll Rand (3/1) 7 
Inland Steel 

Insp. Cons. Cop 
Insuranshares 
Interchemical 
Interlake Iron 

Int. Bus. Mach 

Int. Harvester 7 
Int. Min. & Chem_--_-. 
Int. Mining 

Int. Nickel___--- 
Int. Packers 

Int. Paper_-....- 
Int. Rys. C. A.! 


See footnotes at end of table, p. 181. 
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Int. 

Int. 

Int. 

Int. 

Int. 

Int. 

Interstate Pwr 
Interty 
Iowa-Iil. 


Jaeger Mach 
Jefferson Lake Sul 


Johnson & Johnson-.-.......-.--.-- 
Jones & Laughlin 

Joy Mfg 

Kaiser Aluminum 


Kennecott Copper 
Kern County Land 
Keystone St. & W-. 
Kimberly Clark (2/1) Tr. 
King Seeley 





Kress 8. H-- 
Kroger Co 
Laclede Gas 
Lambert. 
Lane Bryant 
Lane Wells 


Leh. Coal & Nav.!___---..--22----.. 
Leh. Port. Cement 
Leh. Valley Coal ! 
Leh. Valley RR 
Lehman Corp 
Lehn & Fink 
Lerner Stores 
Libbey Owens 
Libby, McNeill 
Life Savers 

Liggett & Myers 
Lily Tulip Cup 


Long Island Ltg 
Lorillard 


M & M Woodworking 
MacAndrews & Forbes 


Magic Chef !__.- 
Magma Copper ?__ 





See footnotes at end of table, p. 181. 


[Thousands of shares] 


Shares held 
by institu- 
tions 


Shares out- 
standing 





Sor Arey 
BRSSBSSSSs 











Shares held | 
by officers, | 
directors, | “holdies Percent 
associates, 
etc. 





eeobok 





Cis Adachi oa a 
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Manati Sugar ! 
ee namanm bien 
Manhattan Shirt 


Marathon Corp 
Marine Midland 
Marquette Cement 
Marshall Field 
Martin Glenn _- 
Martin Parry 
Masonite 

Master Elec. 
May Dept. Stores. 
Maytag. ._- 


McCord Corp 
McCrory Stores 
McGraw Elec. (2/1) "7 
McGraw Hill 
MclIntyre Pore 
McKesson & Robbins 


ecney | 
Mead 


Mergenthaler 
Merritt Chapman 
Mesta Machine 


Mid Cont. Petr 
Mid. So. 

Midland Steel 
Midwest Oil 
Minn.-Honeywell 
Minn. 

Minn. 

Minn. 

Minn. 

Minn. 


Mo-Ken Carpet 
Mojud 


Monsanto Chemical 
Montana Dakota 
Mont. Power 
Monterey Oil 
Montgomery Ward 
Moore McCormack 
Morrell John 


Natl. 
Natl. 
Natl. 
Natl. 
Natl. Can 
Natl. 
Natl. 
Natl. 
Natl. 


See footnotes at end of table, p. 181. 


(Thousands of shares) 


j 
} held i. held 
| Shares held | by officers, af aes 
| re | byinstitu- | directors, Other large Percent 
standing tions associates holdings 
ete. 
12 
141 
71 
37 
339 
267 
356 
235 
$12 
78 
187 
125 
632 
452 
17 
a 


Bee | 


os 
oases 
2-8 


er 
Se stz 


5 
194 
367 

24 
19 
6 
81 
38 
719 
19 
190 
1, 07 
71 
112 




















176 FACTORS AFFECTING THE STOCK MARKET 


Concentrated holdings of common stocks of 1,043 corporations listed on The New 
York Stock Exchange, December 1954—Continued 


{Thousands of shares] 


Shares held 

Shares held by officers, 

by institu- directors, 

tions associates, 
ete. 


Other large 


holdings Percent 


| 


atl. Dairy (2/1 
atl. Dept. Stores 
atl. Distillers_- 
itl. Gypsum 
atl. Lead 
itl. Linen 
itl. Malleable 
itl. Shares 
atl. Steel 
atl. Sugar 
atl. Supply 
itl. Tea 
atl. Theatres 
itl. Vul. Fib 
itomas 
Nehi 
Neisner 
Newberry J. J 
. England Elec 
‘wmont Mining 
~wport Industries 
wport News 
’. Air Brake 
Central 
’., Chi, & St. L 
". City Omnibus 
". Dock 
, N. H. & Hart 
”. Shipbldg 
". State Elec 
Niagara Mohawk 
Nopco Chemical 
Norfolk & West 
No. Am. Aviation 
No. Am. Co. 
Northeast Capital ! (? 
No. Natl. Gas 
No. Pacifie Rwy 
No. St. Power 
Northrop Aire. (2/1) 
N. W. Airlines ! 
Norwich Pharm 
Ohio Edison 
Ohio Oil 
Okla. Gas & El 
Okla. Nat. Gas 
Olin Math. Chem 
Oliver Corp 
Otis Elevator 
Outboard, Mar. (3/1 
Overland Corp.! 
Owens Corning 
Owens II]. Glass 
Pabeo Products 
Pacific Am. Fish.! 


Pacific Coast 


ZLZLZAZLALAZLALA~LZLZZZZ 


Pacific Finance 

Pac. Gas & Elec 
Pacifie Ltg 

Pacific Mills i 
Pac. Tel. & Tel 
Pacific Tin 

Pac. West. Oil 2 
Pan Am. World Air. 
Panh. East. Pipe. 
Panh., Oil 
Paramount Pictures 
Park & Tilford ! 
Parke, Davis 
Parker Rust Proof 
Parmelee Tr 

Patino Mines 2 
Peabody Coal ! 
Penick & Ford 
Peninsular Tel 


See footnotes at end of table, p. 181. 





FACTORS AFFECTING THE STOCK MARKET 177 


Concentrated holdings of common stocks of 1,048 corporationa listed on The Neu 
York Stock Exchange, December 1954—Continued 


[Thousands of shares) 


Shares held 
by institu- 
tions 


Shares out- 


standing 


Penn- Dixie Cement 
Penn-Texas Corp 
Penney J. C 

Penn. Glass 

Penn. Pwr. & Lt 
Penn. RR 

Penn. Salt 

Peoples Drug 
Peoples Gas Lt_. 
Peoria & East 
Pepsi-Cola 

Pet Milk 
Petroleum Corp. 
Pfeiffer Brew.! 
Pfizer Chas__.. 
Phelps Dodge 
Phila. Elec__. 

Phil. & Read. C.! 
Philco lai 
Philip Morris- -.-- 
Phillips Jones. - 
Phillips Petr 
Phoenix Hosiery ! 
Pillsbury Mills. 
Pitney Bowes_. 
Pgh. C. & Ch. 
Pgh. C. Coal... 
Pgh. Forging 

Pgh. Plate Glass 
Pgh. Screw_. 

Pgh. Steel 2_. 

Pgh. & W. Va... 
Pittston. .. 

Plough-_-._. s 
Plymouth Oil... 
Pond Creek Poca 
Poor & Co. B 
Potomac Elec. 
Proctor & Gamble.. 
Pub. Serv. Colo 
Pub. Serv. El. & Gas__-- 
Pub. Serv. El. $1.40 
Pub. Serv. Ind_- 
Publicker 2__ 
Pullman. --- 

Pure Oil....... 
Quaker Oats 
Quaker St. Oil 
RKO Pictures ! 
RKO Theatres 
Radio Corp... 

Ray bestos. 
Rayonier 
Raytheon 2 
Reading Co 

Real Silk 

Reed Roller Bit 
Reeves Bros. 
Reliable St__ 
Reliance Mfg-. 
Remington Rand 
Reo Motors 
Republic Aviation 
Repubiice Pictures ! 
Republic Steel 
Revere Copper -. 
Rexall Drug 
Reynolds Metals_- 
Reynolds Spring !--- 
Reynolds R. J. B.--- 
Rheem Mfg.....---- 
Richfield Oil__....- 
Ritter Co 

Roan Antelope -_- 
Robbins Mills !___- 
Robertshaw Fulton 


See footnotes at end of table, p. 181. 
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[Thousands of shares] 


Name 


I 
PGRN MIOEOIE,. 5. nnncccccsetuecccteus 
EE SO ee 
RNS. meesmaininnnteiinnnsiiens aia 
Royal McBee Corp 
Sa Sa ania 
Nintendo ingen ainneoniraiaiiutin 
ae sald Rectrch sete sting 
I isin 
8t. Jos. Lt. & Pwr 
Ot. RORID, Fo nnconcccnct 

NN a nmesicntttlbsncnmemewibt 
San Diego Gas & E]........-----.--- wae 
OR. cnmcecenvctidtasrennnecse 
RS a! ee 
Rais ls lene OS 
eae 
I cncecibes 
Scovill. -- 
Scranton Elec 
NE Be ce ddncensennen 
Seaboard Finance-...-..........-.--.-.- 
Seaboard Oil (3/1) ’ 
0 Oe eee 
ES. 
SS eee 
Seiberling ! 
Servel !_. 
SS TS eee ee 
I i int ass binideenbihemnn ait 
Shattuck da Aadiepuinldaiinctamaniae’ 
aegis 
Shell Oi] (2/1)? 
I oo AA a ccninedwandnwe wane 
ID TD Mio cnr a dabbubiouswiwas 
| Ea eee 
Simonds Saw 
Sinclair Oil 
tS 6 ecsdnctiln iadwvniniwnnne 
os oe ceeinmeninmeie 
tists eminwlicwenimenueinn 
0 8 ae ee 








a .  cncichiinenebie tetas 
SS 2 ae ee 
So. Porto Rico Sugar..-..-..-....-..--- 
lr Ge CO. ewctandbancdabecnnece 
I nn nach nthiitinnnbn nae 
NS een 
ae ae = 
Rc cn camecuinnsanenwede 
 ceansnacdnuassvenseas 
8. W. Pub. Serv 
0 SE a eee 
Sparks Withington !..................- 
0 RS saa 
ST SIND nods ac dovwuceccenccd 
I cic ctntcdadessiacnamnnt 
Sperry Corp. (2/1)' 
Spiegel ! 
ED canuschiuwnnkecscacaes 
a eee 
0 ee 
Ecc cic ccbecdndicecuedn 
te encneindinncccsookien 
Std. Oil Indiana (2/1) 7 
RR er 
Std. Oil of Ohio 
Std. R 
Stanley 
NE sc cianeinsise att bnndibdecidis 
Stauffer Chemical 
i ach btanindaieibncdinee 
EE MN chcdtcentesebRendecadcds 


See footnotes at end of table, p. 181. 








NN id catia minscmed 


Shares out- 
standing 


~— 


ee 


ny 


S 


233 
274 


Dee se 
w 
-_ 
© 


- - 
fr 


nt et et et 





Shares held 











Shares held 
by officers, 








Other large 


by institu- directors, Percent 
tions associates, holdings 
| ete. 
360 ial Aedes dials 
154 Be. dwonccuslaedsan 
68 517 
icciareissnnvuieiomniel 16 
30 A ee 
80 Dt: \Loccseesees cute 
—— oo aes TL Bice madcotanatl 
162 | WD. -Aneensoenapell 
305 | BE. -loccwccuden tee 
41 | DA wdaaumowebe 
103 Fs ai piscverindaninantienns oil 
49 167 
55 BD. Jewwncwceiicnsasccinvced 
8 103 
7 EE. leweucanccnesebendbuien 
25 <6. .L.......26 
62 3 
356 a eS es 
ll OP -beolowsn<cammveyietéuen 
35 3 94 
586 GP Auccccwncdeueen 27 
11 E- Sevcceannne 6 
543 (?) 53 
= a BD Bscccacotits 24 
1, 006 204 31 
35 103 40 
int z 18 5 
7 76 5 
77 72 30 
16 24 
1 43 39 
pewscece oe 2 39 
1, 367 24 71 
2 91 10 
40 762 22 
65 | a ew 9 
14 GEE - Aacoenenesbeas 38 
533 BD - Diccuiwacn ane 5 
47 81 69 
ll 57 60 
14 2 eee eer 25 
4 24 15 
12 a ee 1 et ay 33 
2, 121 T+ howueweengured 6 
48 17 10 
120 26 9 
270 10 y 
23 15 5 
851 10 14 
1, 810 111 ll 
36 2 5 
295 | 12 
758 > ekseioecenscenacceieibindl 9 
241 SDS Uitgnscrtencercenvansiend ll 
176 RI, Aireeccnseacee den 7 
Diiseswineson 2 er 15 
Ti cemenisianeinlindeas BA Jnennwswassaeenabobus 
etl ins dnccbiireapibi 55 
87 Li Dicdisnpesieneln 44 
3 a ee 28 
172 72 12 
4 ee 12 
101 Te» deescthicutaaen 13 
196 BOD J cndubeegnteke il 
iii lili aensiateien a ee oe 48 
Pi Aineetramannded 55 
1, 737 77 7 
2, 694 32 9 
3, 537 40 9 
222 _ ree oe 6 
idle scinpainanceti is. Aicunsecneursein dione 
18 (?) 16 15 
1 4 17 
18 DBR. Fencwccesiicctns 44 
6 PEE ds Retcicacedsabde 36 
192 B . Licubisucsicbw 6 
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[Thousands of shares} 


Shares held 
by officers, 
directors, 
associates, 
ete. 


Shares held 
by institu- 
tions 


Other large 
holdings 


Shares out- 


standing | Percent 


| 
| 
| 


Stevens J. P 

Stewart Warner 

Stix, Baer & Fuller 
Stokely Van Camp 
Stone & Webster 
Stromberg Carlson 
Studebaker-Packard ! 
Sun Chemical 


Sunbeam Corp 
Sunray 

Sunshine Biscuit 
Sunshine Mining 
Superior Oil 
Superior Steel 
Sutherland 


Swift & Co 

Sylvania Elec 
Symington Gould 
Talcott James 
Telautograph 
Tennessee Corp. (2/1) 7 





. Gulf Sulphur (3/1) ?------- neta 
. Instruments ! ---| 





Temtron *....... 
Thatcher Glass 


, ON ee 
Thompson J. R 

Thompson Prod. (2/1) ? 

pe QO. eee 
Timken Roller 

Toledo Edison 

RET ONE MIE a sc accemussocconncen 
Transamerica 

Transue & Williams 

Tri-Continental 








Tung-Sol Elec 

20th Century Fox 
Twin City Rap. Tr 
Twin Coach 





Union Bag 

Union Carbide 

Union El. Mo 

Union Oil 

Union Pacific RR 

Union Tank Car (2/1)? 

Pp NONE oO ee 
United Aircraft 

United Biscuit 


United Carbon. 

Un. Carr Fastener 
United Cigar 

United Corp 

Un. Dye & Chemical ! 
Un. Elec. Coal 

Un. Eng. & Fdry 
United Fruit 








See footnotes at end of table, p. 181. 
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[Thousands of shares] 


Shares held 

Shares held by officers, 

by institu- directors, 

tions associates, 
ete 


Other large 
holdings 


Shares out- 


Percent 
standing 


S. Freight 

8. Gypsum 

S. Hoffman 

S. Industries 

S. Lines 

8. Pipe 

8. Playing Card 
8. Plywood 

8. Rubber 

S. Smelting ! 

8S. Steel 

8. Tobacco 

1. Stockyards 

Un. Wallpaper ! 
Universal Cyclops 
Univ. Leaf Tobacco 
Universal Pictures 
Utah Pwr. & Lt 

Van Norman 

Van Raalte 
Vanadium (2/1) ’ 
Vert. Camaguey Sug 
Vick Chemical 
Victor Chemical 
Va.-Caro. Chem.,! 

Va. El. & Pwr 
Virginian Rwy 
Visking 

Vulcan Detinning 
Waldorf System 
Walgreen 

Walker Hiram 
Walworth ! 

Ward Baking 
Wardell ! 

Warner Bros 

Warner Hudnut 
Warren Foundry ! 
Warren Petroleum 
Washington Gas Lt 
Wash, Water Pwr 
Waukesha Mot---- 
Wayne Knitting__._- 
Wayne Pump 
Webster Investment_. 
Wesson Oil 

West Indies Sugar 
W. Ky. Coal 

W. Penn Elec 

W. Va. C. & C.1__. 
W. Va. Pulp & Paper 
Western Airlines 
Western Auto Supply 
West. Md. Rwy 
West. Pacific RR 
Western Union 
Westinghouse Air Br 
Westinghouse Elec-- 
Weston Elec 
Wheeling Steel 
White Dental 
White Motor 

White Sewing !_. 
Wilcox Oil 

Wilson & Co.! 
Wilson Jones ! 
Winn & Lovett (3/1 
Wisc. El. Power--- 
Wisc. Pub. Serv_-- 
Woodward Iron. -- 
Woolworth _- 
Worthington 
Wrigley. _-. ; 
Wyandotte W.!___-- 
Yale & Towne 

York Corp------ 


wen = 
mI he 


U. 
U. 
Uv. 
U. 
U. 
"7 

U. 
U. 
U. 
U. 
U. 
U~. 
Ur 


— Oo 
=~ 25 
Sw 


on 


See footnotes at end of table, p. 181. 
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Concentrated holdings of common stocks of 1,043 corporations listed on The New 
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(Thousands of shares] 


Shares held 

Shares held by officers, 
by institu- directors, 
tions associates, 


ete 


. | Shares out- Other larg 
Name - er large 


standing 


holdings 


Young L, A. Spring-.-- qa eS 403 |... 148 
Ve his dome deeunbeueae 3, 350 93 
Youngs. Steel Door ....- ub cai 666 tp 
Zenith Radio.......- ; 492 i 44 
Zonite Products -. : r 1, 026 128 


Total. ns 3, 002, 188, 000 82, 752, 174, 456, 500 
Total of cols. 2, 3, and 4, 
558,786,500 shares. 


| Issue was not on a dividend-paying basis at the time this study was completed 

2 Issue was paying a dividend in stock only. 

’ Plus. 

4 Many thousands of shares were in the name of broker, according to the proxy statement 
ings were usually for customers’ accounts. 

511 Hudson, 82 Nash. 

® In liquidation. 

7 Many issues have been or are to be split 2-for-1 or more in 1954-55. They are designate: 
after the corporate name. All figures have been adjusted for same, even where I 
become effective 

§ Large holdings by new group. 

9 Large (?). 

10 Over. 

il Very large. 

12 Approximately. 


Source: The “‘shares outstanding”’ figures were taken, in most instances, from proxy statements or 
S. E. C. reports. Some have been adjusted. 

The ‘‘shares held by Institutions’’ figures were taken from our 27-page study published in October 1954 
and adjusted as above. 

The figures in the “officer, directors, etc.’’ column were taken from proxy statements and from 8. E. C. 
reports where no proxies were available. They include holdings of trusts, estates, charitable institutions, 
etc., itemized in the proxies. 

In a few instances there may be minor duplications of shares held. 

The “‘other large holdings” figures were taken from proxy statements and other records 

The proxy statements were not always clear 4s to overlapping shares held by 2 or more directors as 
“trustee’’ ete. 

The figures in the last column represent the approximate percentage of outstanding shares held by the 
“Institutions,” “‘Officers, Directors, etc.”’ and ‘“‘Other large holdings’ combined 

Electric and Mus. Ind., Industria Elec. de Mex.co and Royal Dutch are not considered herein nor are 
the following 25 inactive issues: 

Ala. & Vicksburg Green Bay & Wester: 
Alleg. & Western Mahoning Coal 

Am. Brd. Para. Th. ctfs. N. Y. & Harlem 
Beech Creek RR No. Cent, Rwy. 
Can. So. Rwy. Outlet 

Chile Copper Pgh. C.C. & St. L. 
Cl., Cin., Chi. Pgh, Ft. Wayne 

Cl, & Pgh. 7% Reynolds R,. J. 

Cl, & Pgh. 4% St. Louis 8. W 

Coca Cola Int. So. Rwy. M&0 
Detroit, Hillsdale Vicks., Shreveport 
Erie & Pgh, Wheeling & Lake Er 
Gold Steck Tel 


SPECIAL NOTES 


1. The information contained herein was obtained from public records. 

2. These data were assembled for use as a “‘guide’’ only. 

3. There have been thousands of sales, purchases, gifts, ete. since the various holdings were first made 
public. (A few outstanding ones have been adjusted fer.) ‘This is one of the reasons we state the data must 
be used as a “‘guide” only. 

4, The study excludes large holdings of listed and unlisted corporations whose portfolios are not public 
information. 

5. Some proxy statements were not clear as to whether or not all directors were listed therein. 

6. Many corporations do not solicit proxies. 

7. Information regarding beldings of certain organizations, not available including some charitable 
organizations, colleges, pension funds, trust departments of banks and stocks held in brokers’ name for 
customers’ accounts, 


Table‘compiled by Hemphill, Noyes & Co., 15 Broad St., New York 5, N. Y. 
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2. Lire INSURANCE INVESTMENTS IN ComMON Stocks 


[Report prepared for the Committee on Banking and Currency of the Senate, by 
James J. O’Leary, the director of investment research of the Life Insurance 
Association of America) 


Although life-insurance companies are large institutional investors they have 
never been substantial buyers of common stocks. At the end of 1954 it was 
estimated by the Institute of Life Insurance that 55.1 percent of the assets of all 
United States companies were invested in bonds, 30.6 percent in mortgages, and 
only 3.6 percent in corporate stocks (common and preferred).! However, there 
has been a small increase in the proportion of assets invested in stocks in recent 
years and this increase is traceable to common stocks. Thus at the end of 1947 
common stock investment amounted to $285 million, approximately 0.6 percent of 
total assets. At the end of 1953, the latest year a segregation was available, com- 
mon stocks amounted to $876 million, approximately 1.1 percent of assets. 

For many years the New York law prohibited the holding of common stocks by 
companies domiciled in that State. The New York law also required “substantial 
compliance” by out-of-State companies doing business in that State. Section 90 
of the insurance law provides that ‘‘The superintendent may refuse a new or a 
renewal licerse to any foreign insurer, if he finds that its investments do not comply 
in substance with the investment requirements and limitations imposed by this 
chapter upon like domestic insurers hereafter organized to do the same kind or 
kinds of insurance business.” 

In 1951 the New York insurance law was amended to permit life-insurance 
companies to purchase listed common stocks having a 10-year consecutive divi- 
dend record in amounts not exceeding one-third of surplus or 3 percent of assets, 
whichever is the lesser.2 This amendment eased one of the major limitations on 
common stock investment by life insurance companies, but it should be noted that 
companies subject to the New York law still are permitted to place only a small 
proportion of their assets in common stocks. 

Another important factor limiting life-insurance investments in common 
stocks is the valuation system presently in use in the business. Fixed income 
obligations are carried in the statements of the life-insurance companies at cost 
or amortized cost as long as the securities are regarded by the commissioners as 
being amply secured. All stocks, however (with the exception of a few directly 
placed preferred stocks), must be carried at year-end market prices as determined 
by the commissioners. The majority of the large life-insurance companies are 
mutual organizations, and mutuals, in fairness to different generations of policy- 
holders, pay out most of their earnings annually in the form of dividends to their 
policyholders. Surplus is seldom accumulated over and above the amounts 
deemed necessary to meet the normal contingencies of the business. As a matter 
of fact in a number of States (including New York State) the insurance law 
limits the accumulation of surplus by mutual companies, generally to 10 percent 
of policyholders’ liabilities. Competition from the mutuals in turn precludes 
the stock companies from accumulating large surpluses. 

In 1951 the commissioners approved setting up valuation reserves for bonds 
and stocks but these reserves are designed primarily to absorb realized losses, 
and could not withstand a sharp decline in the statement values of a substantial 
proportion of the companies’ assets. As long as they are valued at year-end 
market prices for statement purposes, neither preferred nor common stocks are 
likely to be held except in limited amounts even if the statutory restrictions are 
removed. 

Apart from statutory and supervisory limitations, the suitability of common 
stocks as life-insurance investments has been widely debated within the business 
for many years. On the one hand there are those who believe that common 
stocks are inherently speculative, and that investment in them will draw the life- 
insurance companies into the active management of American corporations on an 
increasing scale. On the other hand, the higher yield that seems to prevail on 
common stocks as compared with bonds has led a number of companies to favor 
making modest investments in such equities, particularly in the more stable 
issues such as the electric utilities. 


1 The remaining 10.7 percent of assets consisted of real estate, policy loans, cash, and miscellaneous other 
ts 


2 Common stocks are valued at acquisition cost for the purposes of‘this limitation. See p. 184 for the full 
text of the New York insurance law on common stock investment by iife-insurance companies. 
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Common stock statistics from the experience study of the Life Insurance Association 
of America 

Statistics on investment experience in bonds and stocks have been compiled 
by the Life Insurance Association of America from the records of 18 major United 
States companies over the period 1929-53. These companies account for about 
76 percent of the assets of all United States companies and for about 72 percent 
of the common stocks held. Fifteen of the 18 companies held common stocks at 
the end of 1953. High lights are reviewed in the following paragraphs. 

On December 31, 1953, common stock holdings valued at cost totaled $463,- 
452,000. Acquisitions during the year totaled $63,778,000, and disposals $18,- 
410,000, indicating a net increase in holdings of $45,368,000. About 63 percent 
of the combined portfolios consisted of the shares of industrial and miscellaneous 
corporations, including commercial banks and insurance companies. Public- 
utility stocks comprised 31 percent and railroad stocks 6 percent. 

These common stock portfolios have increased from $50,694,000 in 1929 to 
$81,158,000 in 1939 and to $187,922,000 in 1949. During the 1930’s common 
stock investment seems to have lagged slightly behind investment in fixed interest 
obligations and then to have picked up somewhat during the 1940’s. Over the 
entire 20-year period there was no appreciable change in the proportion of assets 
invested in common stocks. Since 1949, however, common stock holdings have 
increased by 147 percent as compared with a 28 percent increase in assets. Sub- 
stantial purchases in 1950 and 1951 are primarily responsible for the increase in 
holdings since 1949. In each of these years more than $100 million of common 
stocks were acquired while less than $25 million (measured in cost) were liquidated 
from the portfolios. Acquisitions leveled off in 1952 and 1953, but still were well 
above the pre-1949 volume. As in previous years, industrial and miscellaneous 
securities accounted for more than half the total acquisitions. 

Since 1949 the association has been accumulating data for the 18 company study 
on the basis of both cost and statement value. Since common stocks are carried 
in the statements at market value, it is possible to measure the difference between 
cost and market value from the statistics. In 1949 the holdings of several com- 
panies included in the 18 company aggregate were valued in the market at less 
than cost and were so reflected in the statements of these companies. For all the 
companies combined, however, market value exceeded cost by $15,906,000 in 1949 
and by 1953 the combined excess of market over cost amounted to $173,071,000. 
In 1953 all of the companies showed an excess of market over cost. The table 
below gives annual figures for each of the years 1949-53. 


Common stock holdings of 18 life companies, 1949-53 


[Thousands of dollars} 


Difference 


$15, 906. 
53, 855 


, 96, 460 
555, 792 . 145, 475 
636, 523 173, 071 


As previously indicated, the life-insurance companies must carry common 
stocks at year-end market values in their annual statements. Since 1951 net gains 
in statement values resulting from increases in the market prices of common 
stocks have been absorbed in what is known as the mandatory security valuation 
reserve. This is the valuation reserve earlier referred to in this memorandum 
and it is generally viewed in the life-insurance business as the preliminary step 
in a broader program designed to stabilize the statement values of many securities 
now carried at year-end market prices. 





184 FACTORS AFFECTING THE STOCK MARKET 


New York Insurance Law, Section 81, Subdivision 13. 
COMMON STOCKS 


13. Common stocks, or shares. A domestic life-insurance company may invest 
in, or otherwise acquire a loan upon common stocks or shares of any solvent 
institution, created or existing under the laws of the United States or of any 
state, district, or territory thereof, if (a) such institution is not an insurance 
company or a national or state bank or trust company, (b) all the obligations and 
preferred stock, if any, of such institution are eligible as investments under 
this article, (c) such institution has paid cash dividends on such common stock 
or shares for a period of ten fiscal years next preceding such date of acquisition 
by such insurer, and shall have earned, during such period, an aggregate sum 
applicable to dividends upon its common stocks or shares, equal, at least, to an 
aggregate sum which would have been sufficient to pay dividends of four per 
centum per annum upon the par value (or in ease of common stocks or shares 
having no par value, then upon the value upon which stocks or shares were issued) 
of all its common stocks or shares outstanding during such period, and (d) such 
common stocks or shares are registered on a national securities exchange, as 
provided in an act of congress of the United States, entitled the ‘Securities 
Exchange Act of 1934’’, approved June sixth, nineteen hundred thirty-four, as 
amended. 

No such insurance company shall invest in or loan upon any common stocks 
or shares of any other institution an amount in excess of two percent of the total 
issued and outstanding common stocks or shares of such institution, nor shall 
the amount so invested exceed one-tenth of one percent of the admitted assets 
of such insurance company as of the thirty-first day of December next preceding. 
The cost of any such investment in common stocks or shares, pursuant to this 
subdivision, when added to the aggregate cost of all other such investments in 
common stocks or shares then held by such insurance company, pursuant to this 
subdivision and section eighty-two, shall not exceed the lesser of three percent 
of the total admitted assets or one-third of the surplus to policyholders of such 
insurance company as of the thirty-first day of December, next preceding * * *, 
(Added Ch. 400, L. 1951, am’d Ch. 371, L. 1953.) 


3. Institutional ‘“‘big board’ common stock holdings 


Hempnitt Noyes & Co., 
New York City, September, 1954. 


NOTES 


Col. 1 shows holdings (mostly as of June 30, 1953) of 46 large colleges. 

Col. 2 shows holdings of Rockefeller Foundation (1952 annual report) and Carnegie Corporation (1953 
annual report). 

Col. 3 shows holdings of 1,023 insurance companies (Source: United Statistical Associates, Inc., book 
titled “‘Corporate Holdings of Insurance Companies, 1954’’). 

Col. 4 shows holdings of over 200 investment trusts (source: Vickers Bros. Guide to Investment Trust 
Portfolios, as of Dec. 31, 1953). 

{In number of shares] 


Names Col. 1 : Col. 4 


pL ER en eee ee ai a | 132, 1 
ABC Vending cae caeea ; ah se eer 
ACF-Brill 

AC F-Industries_...........--- 

Acme Steel__- 

Adams Express 

Adams-Mills___-- 

Addressograph 

Admiral ? 

Affiliated Gas 

Air Reduction 

Alaska Juneau 

Aldens a 

Alleghany Corp ; 

Alleg. Ludlum Steel 





FACTORS AFFECTING THE STOCK MARKET 


Institutional “dig board” common stock holdings—Continued 


= number of —— 


Col. 1 


pS RD Se late Ra PON DAES ee 
I cages eethinescoocohinn TS aS 


Allis-Chalmers 
ae ee 


Aluminum Oo, Aim-....22222222022220 0207 | 187, 7 | 


5, 200 
200, 400 
13, 510 
25, 565 
2, 550 
2, 000 


38, 501 
18, 478 


4, 814 
631, 202 
19, 700 
66, 365 


9, 200 
382, 531 


. Hide & Leather. 
._ Home Products 


: Locomotive 
» — 4 > , See : eS 
. Mach. & Met........... aiialits eimig tiered : 


. Safety Razor 

. Seating 

Nod. a weee await 
Smelting 


46, § 


Anaconda Copper : 34, 300 
I oP son wanen mamas aad ; 1, 600 
Anchor Hocking . 3, OL 62, 060 
Ne eee cmunan ; a oe , 367 15, 200 
Anderson Prichard oe) B, 65 122, 700 


Armstrong Cork 
Arnold Constable 7 


59030—55——_18 





FACTORS AFFECTING THE STOCK MARKET 


Institutional ‘“‘big board’ common stock holdings—Continued 


{In number of shares] 


Names ; Col, 2 


Arvin Industries 

SI iirc cc ce tewee 

Assoc. Dry Goods 

pT ee ee 

I RS en once cececaa keel 
SS SN cvs cndewcdvessuncess | 
BD TN TE Mon bone cdecécénccsinccsann 
SE <4 btas ce ctucdeacebousheee 
Atlantic Refining... -_---- 

Atlas Corp 

Atlas Powder 

Atlas Tack 

gS WE eee 

Automatic Canteen _-..-....-- 

Avco Mfg....---- Pou 

Babbitt _- 

Babcock & Wilcox--.---- 

Baldwin Lima... --- 

Balt. & Ohio R. R 

Bangor & Aroostook - - - 

Barber Oil 

ee wee bbe nue teoat 

Bath Iron Works------- eceebeoke ae 
CD EE 

Beatrice Foods---.--------- 

Beaunit Mills_--------- 

Beech Aircraft ----..-..-.--- 

Beech-Nut Packing -. 

Belding-Heminway - - -- 

Bell Aircraft : 

Bell & Howell_...-.--------- 

Bendix Aviation ------- id setibeabsdkacewe q | 
Beneficial Loan_- ia gr iia ie ica aa tinal 5, a ehenkne ieee . 155, 200 
Benguet Cons_------- hintieie — | LL 
West & Od. «cocks. css. cach ae 

Best Foods_..------ jnpateawe sidpnavieentawrts ‘ 

Bethlehem Steel. - -------- 
Bigelow Sanford - - - ---- 
Black & Decker-.-------- 
RNO..n antt odin. 
Bliss & Laughlin_---_---- 
ete he. W..8 ik ca -- 
Blockson Chemical.----- 
Beette Abe... cls. 
Bohn Aluminum...----- 
ON IN Oho n5Gs binsaccesews pew wuseews 
es es ; 
EE ee ee ee ‘ 
Book of Month 


8 


BaBRS 
S25! S32: S82285 


-3 


-) Sow: 


| phe! 


o8 
33: 


' 
' 
‘ 


355) 23255: 


Bo oR ~! 


ab 
Sa 


0 A Ee ae eee . 
Boston Edison 

Boston & Maine 

Bower Roller 

Braniff Air 

Bridgeport Brass ; 
seek veins wee ce . 

_. 2 ee ’ 
Bristel Myers 

Bklyn. Union Gas 

Brown & Bigelow 

Brown Shoe a 
eee sccm 
SS eee | eee ; 
Budd Co 

Buffalo Forge ccd 
a ee eee 
Bulova Watch 


3288; 3283 


BroksS 
S23232235 


® 


Bush Terminal peace 
IR iS tg Ss ceescemdcaus . 
Butte Copper 

Byers A. M 

Byron Jackson 

Calif. Packing ‘ 
OS OS ES ee ere rr 
Calumet & Hecla 

Campbell Wyant. --_.----- 

Canada Dry 








FACTORS AFFECTING THE STOCK MARKET 


Institutional “‘big board’’ common stock holdings—Continued 


om number of shares} 


Col. 1 


Can. Pacific Rwy dt Ch cc mwiodelll 2, 765 
Cannon Mills...........- ; Sontncichan ; 1, 605 
Capital Airlines.. sii ; 
Carborundum.. 
Carey Philip 
Caro., Cl. & Ohio. _.. 
Caro. Pwr. & Lt. (ad}.)-. 
Carpenter Steel 
auene 2. dtbete 

en. .... 


Caterpillar Tractor 

Celanese - - .--.- seul 

Celotex. peldinete 

Cent. Aguirre. ____- ; 

eS 

Eh, 2 aril aetna ae 

I ME, 6. nin arnsipiusiannsantaheieainintl 21, 350 

SY NES dineccecnsccaeahs a ie ieee 12, 950 

Cent. Ill. Pub. Serv ; 7 819 

qe go ee £ Gin laetaapeaaaniiaes ; : 

Cent. kanses ; cocktail 

Cent. a sancihiadiiads 110, 581 

Cent. ne Ss ; ‘ 

Century Ribbon. elit leildhsacehilin’ain igheeaiameniae : 

Cerro de Pasco.......-.-.-.- Siicaeteaieaan Pee SE 556 

Certainteed - - : . 12, 000 

Chain Belt_. 5 ' 500 

Champion Paper--- : ; 10, 200 

Chance Vought Aire. .--- (‘) 

Checker Cab_---- ; 

Chesapeake Corp... 1, 250 

Ches. & Ohio. ----- 16, 308 

Chicago Corp. --- 500 

Chi. & E. Ill__. ; 

Chi. & E. Ill. A..-- 

Chi. Gr. Western... 

Chi., Ind. & L. A-- 

Chi., Ind. & L. B_----- 

Chi., Milw. St. P...-..-- 

Chi. & N. W. Rwy-.----- 

Chi. Pneumatic (adj.) --- 

Chi. Rock Island - - - 

Chi. Yellow Cab. 

Chickasha. - - - 

Childs Co.. ; : 

Chrysler ____- ' ; 44, 085 11, 600 

Cine. Gas & El_____- ; 95, 877 

Cine. Mill. Mach. - 1, 450 

O:8. T, Fin...i : . 95, 475 

Cities Service..-_-.-------- 5, 010 

City Invest... --..-- 

I ccinche tinier 

City Stores j 

Clark Equipment-. ; 

Cl, El. Mlum......--- . 

Clevite Corp---._-- 

Climax Molybdenum... 

Clinton Foods 

Clopay uP. 

Cluett, Pea Pon : 

Coca-Cola.......--- : 
te-Palmolive _ --_-_- 

Collins & Aikman 


Ce. & oe. Rwy.........-...-- von 

Columbia Brd. A-- ‘ ; 300 zo 25, 6 } 354, 100 
Columbia Brd. B-_. : 200 in ; oan 
Columbia Gas 39, 089 50, 223, 836 3) 1, 582, 300 
Columbia Pictures pine 6, 600 
Columbian Carbon _ - _ 9, 600 32, 2, 800 
Col. & 8. Ohio.__--_-- i ’ 29, 600 9 215, 000 
Comb.-Engineering - - s 4,110 are 5, 119, 400 
Comm, Credit......__-_--- 28, 654 ss 240, 716 190, 000 
Comm, Solvents. .--_-_--- 1, 500 ‘> 132, 900 
Comm, Edison..._-_-_--- 61, 705 a 806, 207 144, 300 
Conde Nast...._--- 8, 000 
Cone Mills_..___-_- s 3, 200 15,7 30, 000 
Cong.-Nairn..._-_-- ; u4 300 , 466 26, 700 
Cons. Cigar . ates 3, 12, 400 
Cons. Copper...._-..---- ; 21, 000 


1 See United Aircraft. 


8, 200 





FACTORS AFFECTING THE STOCK MARKET 


Institutional “‘big board’’ common stock holdings—Continued ’ 
{In number of shares] 


Col. 2 Col. 3 


17, 000 | 358, 517 | 
Cons. sib | 
Cons. 
Cons. 
Cons. 
Cons. Retail Stores - 
Cons. Textile 
Consumers Power 
Container Corp 
ld eee wall 
Continental Can ; 
Continental Copper 
Cont. Diamond 5 ‘ 
ee MIE oso 5.6 ko cceinsweseweresweond 
Cont. Motors | 
Cont. Oil_ . 


meee nee oocecoecesece= 





Cooper Bessemer-..------- 

Copper Range 

Copper. Steel 

Corn Exchange Bank 

Corn Products 

Cornell Dubilier re 
Ua a i annenmilinrin’ san 
Cosden Petroleum 

ee, mee... cele... ; ; 
SEAR. 0 oe ! 
Crane Co___-- 

Cream of Wheat 

Crown Cork. -_- 

Crown Zellerbach 

Crucible Steel 

Cuban-Am. Sugar. - 

Cudahy Packing 

Cuneo Press 

Cunningham Drug 

Curtis Publishing 

Curtis-Wright 

Curtis-Wright A 

Cutler Hammer 


Foy ye 

yeESE5. 
BBESSa” 
SsSSs3e 


Davega Stores 
i. i) Sea. oo iawn ckaaebuncn beret 
Dayton Power 
Dayton Rubber 


Deep Rock Oil : 

Deere & Co_______.- a eee eee 
ee eS Oe). lachecwadheaacaeetat 
OO EES eS eae 


Den. & Rio Grande 

Derby Oil 

Detroit Edison___-_- Mdbktanhbh testa lank gune bel 
Det.-Mich. Stove 

ER Soo. SE © SD 

De Vilbiss 
Devoe & Raynolds A - 

Diamond Alkali 

Diamond Match 

Diamond T Motor (abeeas 

Diana Stores..........---- idteekiasdun sabes ie ak 
Distillers Corp 

Se eee 

Dixie Cup ‘ 

Dobeckmun Co...............-.- 

Dr. Pepper 

Dome Mines. 

Douglas Aircraft 

Dow Chemical 

Dresser Industries. 

Dunhill Int 

Duplan Corp 

du Pont. 

Duquesne Lt- 

D. W. G. Cigar 

Eagle Picher ‘ . 

» Nee ee baciweme ciel 
Eastern Corp ; 
I TE OR en oc eee ee eae 
Eastman Kodak. 


é 


SpFSrowFo 
SSSSSS8ess 


s 


-.. « 


o,frneoes 


— 





pBI-8 
2223222233232S5 


2€53,..Na— 











FACTORS AFFECTING THE STOCK MARKET 


Institutional “hig hoard’’ common stock ho!dings Continued 


{In number of shares] 
Names 


Eaton Mie 

Edison Bros 

Ekco Products 
Elastic Stop Nut 
Elec. Auto Lite 
Elec. & Mus. Ind 
Elec. Storage Battery 
Elgin 

Elliott : Pea 
FE] Paso Natural Gas____. 
Emerson Elec - 
Emerson Radio 
Empire Dist. El 
Endicott Johnson 
Equitable Gas 

Equit. Office Bldg 
Erie RR : 

Evans Products 
Eversharp 
Ex-Cell-O 

Exchange Buffet 
Fairbanks Morse 
Fairchild Eng 
Fajardo Sugar 
Falstaff Brew 
Family Finance 
Fansteel Met 
Fedders-Quigan 

Fed. Fawick 

Fed. Mogul 

Fed. Dept. Stores 
Felt & Tarrant 
Ferro Corp 

Fidelity Phenix 
Filtrol 

Firestone Tire 

First Natl. Stores 
Firth Carpet 
Flintkote 

Florence Stove. 

Fla. Pwr. Corp... 
Fla. Pwr. & Lt 
Follansbee Steel 
Food Fair Stores. 
Food Mach... 

Foster Wheeler 
Francisco Sugar_- 
Franklin St_- 
Freeport Sulphur. __. 
Froedtert 

Fruehauf Trailer 
Gabriel Co 

Gair Robert ; 
Gamble-Skogmo... 
Gamewell.. 
Gardner-Denver 
Garrett Corp 

Gar Wood. __.. 
Gaylord Cont... 
Gen. Am, Inv..-. 
Gen. Am. Transp 
Gen. Baking- 

Gen. Bronze_-_. 
Gen. Cable 

Gen. Cigar 

Gen. Contract 

Gen. Dynamics_.- 
Gen. Electric 

Gen. Finance. __ 
Gen. Foods---._- 
Gen. Instrument 
Gen. } : 
Gen. Motors. svertdevaes ; 225, 75 40, 000 
Gen. Out. Adv-_..._.- 
Gen. Port. Cement... 
Gen. Prec. Equipment 
Gen. Public Service. 
Gen, Pub. Utilities 
Gen. Rwy. Signal 
Gen. Realty 

Gen. Refractorie 
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FACTORS AFFECTING THE STOCK MARKET 


Institutional ‘big board’’ common stock holdings—Continued 


{In number of shares] 


i 


Gen \ aninioenanciniaeba 
NT i ee eeeeun p 
Gen 

Gen. Tire 

Ga. Pac. Plywood.........--.-.-.- ipsveseeenveal 


Goodrich 
Goodyear Tire 
Gotham Hosiery 
Gould Natl 

Grace W. R 
Graham Paige 
Granby Cons 
Grand Union 
Granite City Steel 
Grant W. T___. 
Grayson-Robinson 
Gr. No. Iron Ore 
Gr. No. Paper. -- 
Gr. No. Railway 
Gr. West. Sugar 





Greenfield Tap 

Greyhound. ___-__- 

Grumman Aire 

Guantanamo Sugar 

Gulf, Mobile 

Gulf Oil. __- 

Gulf St. Util__- 

I EEE 

Hall, W. F_- 

Halliburton Oil 

Hamilton Watch 

eae ee ‘ 
I ecm ; 
Hart, Schaffner 

Hat Corp-- 

RS. Ac nmmabenennnnaneatps s 
Hayes Mfg 

Hazel-Atlas 

Hecht Co-_.- 

Heinz H. J 





Hercules Motor 

Hercules Powder 

Hershey Chocolate 

Hewitt-Robins--__- Bi i ae aloe aetna 
Heyden Chemical 

Hilton Hotels 
ne tel 
Holland Furn 

he Te er 
Holly Sugar : 
Homestake Mining 

Honolulu Oil 

Hooker Elect 

Houdaille-Hers 

Household Finance 

Houston Ltg 

4. ee 


Howe Sound 

Hud. & Man. RR 

Hud. Bay Mining 

Hunt Foods 

Hupp Corp-.-.-_-.---- 

Hussmann Ref 

Idaho Power 

Ill. Central RR 

Ill. Power-. 

Ill. Terminal RR 

Ind. Pwr. & Lt 

IED bhi ns nendncenvnenersssondhh Sih seared kes 
Ind. Rayon ‘ 16, 486 
Ingersoll-Rand. _--...... a 

Inland Steel 








aBBo 


25 


: 
3833335 


ae 
$3355 


| 
> 


SSRRAZNB 


yw! BBnRSB! 
333332235335 


$35 


B3.a52 


<< 


gi $383288358 


8: 





FACTORS AFFECTING THE STOCK MARKET 


Institutional “big board” common stock holdings—Continued 


{In number of shares] 


Names Col. 4 


Insp. sp. Cons. Cop... 


Interchemical 

Interlake Iron 

Int. Bus. Machines 

Int. 

Int. 

Int. 

Int. } 

Int. 

Int. 

Int. 

Int. 

Int. 

Int. 

Int. 

Int. 

Int. 

Int. . “ ted 

3 eee eee EE 
Interty pdqitiddibindscmbbems : 3, 587 
Iowa-Ili. Gas__- sf {a >: 
Iowa Pwr. & Lt... ee. 
Island Creek Coal 


Jaeger Mach. 

Jefferson Lake Sulphur_. 

Jewel Tea 

Johns-Manville 

Johnson & Johnson- , Jats 
Jones & Laughlin. .--....--- aic—liesepeaanesi j 
Joy Mfg-_-. 

Kaiser Liaasianta 

Kalamazoo Stove. - 


Kans. City So 

Kans, Pwr. & Lt 
i a ce euncanpiine | 
Kelsey Hayes 
Kennecott Co 
Kern County 


Kimberly-Clark 


King-Seeley 
Kinney G. R 





Lehman Corp 
Lehn & Fink 
Lerner Stores 








, 880 
Liggett & Myers , 326 
Lily Tulip Cup 


, 700 
I | 36, 350 


, 800 


Liq. Carbonic 


Lockheed Air } } 540 | 


3, 200 
, 203 
, 550 | 
2, 807 
58, O12 
126, 012 








FACTORS AFFECTING THE 


Institutional “big board’’ common steck ho'dings 


{In number of shares] 





Names 


Lukens Steel 

M&M W oodworking 

MacAndrews & Forbes 

Mack Trucks 

Macy R. H 

Madison Sq. Garden 

Mazic Chef 

Magma Copper 

Magnavox. 

Manati Sugar 

Mandel Bros 7 

Manhattan Shirt--- 

Maracaibo Oil..-.- a ; 
Marathon Corp_..-- Toda ee oa 14, 404 
Marine Midland- ; 
Marquette Cement. - ieee 
Marshall Field__- Kondee ; : 2, 400 
Martin Glenn 

Martin Parry..-- PDE part cermin 

Masonite steal etal , 000 
Master Elec_-...--- 

May Dept. Stores.-._- 

Maytag 

aa 

McCord Corp 

McCrory Stores 

McGraw Electric 

McGraw-Hill........-- 

Mcintyre Pore et inns 

McKesson & Robbins 

McLellan St......... 

MeQuay-N orris_- 

Mead Corp 

Melville Shoe_- 

Mengel__-.--.-- 

Mere. St 


Mergenthaler_-.- 
Merritt-Chapman 
Mesta Mach. 
Miami Copper- -.- 
Mid Cont. Petr 
Mid. So. Utilities. - 
Midland Steel 
Midwest Oil---__- 
Minn-Honeywell Ia a 
Minn. Moline aad ‘apni dia . ee 7 
Minn. & St. Louis 

Minn. St. Paul 

Minn. Mining 

Minn. Pwr. & Lt..---- 
Mission Corp-..- 

Mission Dev 

Miss. River Fuel 
Mo.-Kans.-Tex........---- 
Mohawk Carpet. --- 
Mojud_ 

Monarch Mach 
Monsanto Chemical 
Montana Dakota 


31, 875 


Mont. Power_... Oe a ; 3, 400 : 


Monterey Oil_._.......---- 

Montgomery Ward sibel 
Moore-McCormack..................... : 
Morrell John 

Motor Products__.......--- 

Motor Wheel 

Motorola 

Mueller Brass__ 

Mullins Mfg 

Munsingwear - -__- 

Murphy G. C_... 

Murray Corp_-__-- 

Myers F. E RE cies 
Nash.-Chattanooga. ---- 

National Acme___- 

National Airlines 

Natl. Auto Fib 

Natl. Aviation 

Natl. Biscuit 

Natl. Can 


21, 445 | 


22,600 | 


~~ 14, 200 | 


STOCK MARKET 


Continued 


5,100 | 


400 


2, 088 


100 | 
500 | 
250 | 
313 
060 


§28 
500 
5, 416 
3, 140 
3, 500 


¥ eed | 
5, 700 
, 600 
725 


12, 643 | 





Col. 4 


15, 200 
2, 000 
1,000 

17, 700 


(9) 251, 200 


900 
400 


763, 600 
"162, 300 


127, 200 
43, 500 
19, 700 

151, 100 
29, 300 

500 

99, 000 
6, 000 
3, 500 
75, 000 
515, 100 
5, 000 
5, 400 
6, 500 
400 

262, 100 

888, 500 
19, 700 
19, 000 

180, 400 

3, 800 
5, 000 


~~ 300, 700 
146, 700 
264, 900 





FACTORS AFFECTING THE STOCK MARKET 


Institutional! ‘big hoard”? common stock holdings—Conti 


{In number of shares] 
Names 


Natl. Cash Register 
Natl. City Lines 
Natl. Container 
Natl. Cylinder 
Natl. Dairy j 
Natl. Dept. Stores 
Natl. Distillers 
Natl. Gypsum 
Natl. Lead 
Natl. Linen 
Natl. Malleable 
Natl. Shares 
Natl. Steel 
Natl. Sugar 
Natl. Supply 
Natl. Tea : 
Natl. Theatres_- 
Natl. Vul. Fib 
Natomas. ..... 
Nehi_. 
Neisner capri 
Newberry, J. J 
N. England Elec 
Newmont Mining 
Newport Industries 
Newport News___- 
N. Y. Air Brake 
. Y. Central oe 
N. Y., Chi. & St. Louis 
. Y. City Omnibus 
N. Y. Dock ~ 
N. Y., N. H. & Hartford 
N. Y. Shipbulding 
N. Y. State Elec ; - oe 1 
Niagara Mohawk... .......... couale aie OH 19, 100 
Nopco Chemical 
Norfolk & West 
No. Amer. Aviation-...- a Rec 
No. Amer. Co- ---- an rene ‘ 43, 000 
Northeast Capital ; —. — ; 
No. Natl. Gas___-- ; 2, 10, 400 
No. Pacific Rwy { 
No. St, Power 
Northrop Airc. -__- 
N. W. Airlines 
Norwich Pharm 
Ohio Edison ae : 
Ohio Oil a Vie : ; 04, 684 
Okla. Gas & El 
Okla. Natural Gas 
Olin Mathieson Chem 
Oliver Corp 
Omnibus Corp 
Otis Elevator 
Outboard, Mar 
Overland Corp... 
Owens-Corning : 
Owens-Tll. Glass__.- 
Pabeo Products i 
Pacific Am. Fisheries 
Pacific Coast 
Pacific Finance : 
Pacific Gas & Elec 
Pacific Lighting 
Pacific Mills : 
Pacific Tel. & Tel__. 
Pacific Tin irae 
Pac. West. Oil__. 
Packard Motor 
Pan Am, World Air 
Panhand. East. Pipe 
Panhand. Oil -_- 
Paramount Pictures__-_- 
Park & Tilford 
Parke, Davis... <<....... 
Parker Rust Proof.--. -- 
Parmelee Tr }. 
NODS, ite icscancecaqddccasaccuddcatons 
Peabody Coal_.......-- 
Penick & Ford 
Peninsular Tel 





FACTORS AFFECTING THE STOCK MARKET 


Institutional ‘‘big board’ common stock holdings—Continued 
(In number of shares] 


Col. 1 


Penn-Dixie Cement 
Penn-Texas Corp 


EG isatkswondtante Saeitadanmamainnnatuedumdel 
Penn. Salt 

Peoples Dru 

Peoples Gas 

Peoria & East 


Petroleum Corp 
Pfeiffer Brew 
Pfizer Chas 
Phelps Dodge 
tt Til in coginanbonncuidihersmenioneonredsinnt 
Phil. El. $1 
Phil. & Read. C 
Philco 

Philip Morris 
Phillips-Jones 
Phillips Petr. 
Phoenix Hosiery 
Pillsbury Mills 
Pitney-Bowes 
Pgh. 0. & Ch 
Pgh. C. Coal 
Pgh. Forging 
Pgh. Plate Glass 


aS 


BES 
S8seSs3 


=o 
Be 


S8e5 


- 


§ 
é 


FoRBRe 


_ 





SSSS8sssss 


BRB. 


a _— 
PIERS ew 


Pub. Serv. 
Pub. Serv. 
Pub. Serv. E 
Pub. Serv. Ind 
Publicker 


B38 
B38: S8S8ssssss 


Quaker Oats 
Quaker St. Oil 
RKO Pictures 





Sze) ses! 
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Reeves Bros 
Reliable St 
Reliance Mfg 
Remington Rand 


mw 
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Republic Aviation 
Republic Pictures 
Republic Steel 
Revere Copper-..- 
Rexall Drug__-_--- 
Reynolds Metals_. 
Reynolds Spring -- 
Reynolds R.J B 
Rheem Mfg 
Richfield Oil 


Roan Antelo 
Robbins Mills 
Robertshaw Fulton. 
Rochester Gas- - - - 
Rockwell Spring 
Rohm & Haas 
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FACTORS AFFECTING THE STOCK MARKET 


Institutional “big board” common stock holdings—Continued 
{In number of shares) 


nore or hil see apie diaslanatiacaieapelAaeR Dis ita tesienandbail 
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Ruberoid ow i | 
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Safeway Stores 


Sn a, 2k Es onnmndmcunhizeeioentinebtinnnanmntianiaelnidn 
St. Louis-S. F 

St. Regis Paper 

San Diego Gas & E) 

Sangamo Elec 

Savage Arms 

Schenley. 

Schering Corp 
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- 
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Simonds Saw 
Sinclair Oil 
Skelly Oil__- 
Smith A. O. 
Smith Alex 
Smith-Corona 
Smith-Douglass 


Solar Aire 


So. Caro. El. & Gas Pewee 49, 310 | 
So. Porto Rico Sugar ; as 1, 650 


So, Cal. Edison . 467, = 
Southern Co 


So. Natural Gas 
Southern Pacific 
Southern Rwy 
Southwestern Pub. Serv 
Spalding A. 

Sparks- Withington 
Spear & Co 

Spencer Chemical 





Std. 
Std. 
Std. 


Std. . 419, 876 | 


Std. 38, 725 
ee SNE... n. annimnnanasninteiuinetrentcees aiiniapiaEprininneaebeeaenes 
Stanley 1, 050 


1, 200 | 
er IN Fon, nn. conscenactaliaeusancsteaes 8, 000 | 


SS ee eee niaeaie caine taiieiionniiaaa 


ne ec wntn ditatiaciimaa Cael , 237 | 60, 600 
Stevens J. P_-. eon annals wsaeael 25, 775 | 92, 300 | 
Stewart-W Sy epee: CAEN Die, IPN See aiid eietnindatinibiie 500 
er OD SS 7 0 ns ntndinnmaliiibensembaindos 200 


Stokely-Van Camp 

Stone & Webster 

I, LAE Ge F canena den piipiasdncetiiadnetnmiibecmmadaniie 
Studebaker 


2,111 


116, 100 
158, 100 
34, 800 
45, 500 
(12) 805, 700 
25, 000 
4, 000 
6, 500 
20, 200 
46, 200 
él, 100 
1,600 
23, 500 
432, 000 
7,100 
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FACTORS AFFECTING THE 


STOCK MARKET 


Institutional ‘‘big board’ common stock holdings—Continued 


{In number of share 


Sun Chemical_...- 

Sun Oil a 

Sunbeam Corp... 

Sunray 

Sunshine Biscuit_- 

Sunshine Mining 

Superior Oil 

Superior Steel__ 

Sutherland 

Sweets Co_._...-. a iain 
ee ee aa , - 300 
Sylvania Elec 

Symington-Gould 

Talcott James 

Telautograph 

Tennessee Corp 

Texas Co 

Tex. Gulf Prod 

Tex. Gulf Sulphur. 

Texas Instruments 

Tex. Pac.C & O 

Tex. Pac. Land Trust...........- 
Tex. & Pac. Rwy-.--- 

Texas Utilities. .......__- 
I Ses a icra eeesmeamuniie 
The mn ther Glass. 

The Fair 

Thermoid 

Third Ave, 

Thompson J. R 

Thompson Products 
Thompson-Starrett_.- 

Tide Water Assoc 

Timken Roller 

Toledo Edison- - 

Trans-W orld Air 

Transamerica 

Transue & Williams_ 
Tri-Continental___........... 
Ge ENO. EL cds ccwnce 
Tung-Sol Elec eibinies tions 
Twentieth Century iGcccck 
Twin City Rapid Tr__._-- 

Twin Coach 

Udylite _- 

Underwood 

Union Asbestos. - 

Union Bag 

Union Carbide 

Union FE]. Mo..._....-- 

Union Oil . 
ene Pedine Meme... ........<ks....-. — 
Union Tank Car 

United Air Lines 

United Aircraft 

United Biscuit_..........- Ss pecaepiapadcedenig 
United Board... 

United Carbon.........-- 

Un. Carr Fastener- --._- 

United Cigar 

United Corp 

Un. Dye & Chemical 

Un. Elec. Coal ___._- 

Un. Eng. & Fdry 


United Fruit 64, 342 
Un. Gas Corp ie 105, 138 | 


Un. Gas Impr 
Un. Merch. i M. 


S. Freight 
. Gypsum 
Ir a le 
. Lines_- 
. Pipe. 
: Playing MR oe Ss 
. Plywood 
a ee seme : 
oe ----—- ‘ 


ss] 





7 , 586 | (13) 3 





161, 458 


3, 596, 800 
104, 200 
495, 600 





FACTORS AFFECTING THE STOCK MARKET 


Institutional “big board’? common stock holdings—Continued 


{In number of shares] 


Names Col. 1 


Un. Stockyards. 

Un. Wallpaper..- 

Universal Amer 

Universal-C yclops watlintennva : 

Univ. Leaf Tobacc ‘ ; 6, 360 
Universal Pictures ‘ “ ee a 

Utah Power & Lt ialeiheai eemnar Sie 5 ; . 04, 751 
Van Norman 

Van Raalte iia 3 

Vanadium... __-- : en . 1, 650 
Vert.-Camaguey Sugar ae scale a ; 

Vick Chemical. -- bi Aiaaie 37, 400 
Victor Chemical... - : 20, 9, 500 
Va-Caro. Chemical ‘ ; ig . 
Va. Ee. & Pwer......- ‘ 3, R56 
Virginian Rwy mua 3, oe 7, 700 
Visking-- oa sais : 2.322 
Vulcan Detinning............--- ecndibtlibate vey 200 
Waldorf System adeea ahs eae nee s 
Walgreen... _ ; 8, 600 
Walker Hiram_-_-- er 36, 3, 230 
Walworth_. is Séédaiede ‘ 350 
Ward Baking paaangia plane , 000 
Wardell = Jummeese - eel s 

Warner Bros-.---- Setebctens a x , 750 
Warner Hudnut 28: ae RL 300 
Warren Foundry a ol 280 
Warren Petroleum SST sh e 3, 250 
Washington Gas Lt_....-.--- pace } : 21, 955 
Wash. Water Power 5 
Waukesha Mot_- 

Wayne Knitting---- 

Wayne Pump 

Webster Investment 

Wesson Oil . 

West Indies Sugar 

W. Ky. Coal 

W. Penn. Elec... 

W.Va. C. & C 

W. Va. Pulp & Paper-.--.-- 

Western Airlines_- ee 

Western Auto_____- 

West. Md. Rwy--- 

West. Pacific R. R 

Western Union 

Westinghouse Air Brake---- 

Westinghouse Elec_.. 

Weston Elec 

Wheeling Steel__- 

White Dental_-_-- 

White Motor 

White Sewing-.- 

Wilcox Oil 

Wilson & Co 

Wilson-Jones_........--- 

Oo aera ss : 

Wisc. Elec Power_. siete s os 80, 191 21, 000 

Wisc. Pub. Service a 

Woodward lron._-.-_--- ete 

Woolworth 

Worthington--_-_--- 

Wrigley. 

Wyandotte W 

Yale & Towne.-..----- 

York Corp-.-.-.-- 

Young L. A. Spring eid 

Youngs. Sheet & Tube_.......---- 

Youngs. Steel Door 

Zenith Radio 

Zonite Products 
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SPECIAL NOTES 


1. Numbers in parentheses in col. 4 are shown to call attention to unusually large holdings as follows: 
(1) Allied Chemical & Dye, 801,200 shares held by abe Amer. Corp. 
(2) American & Foreign ower, 3,942,000 shares held lectric Bond & Share. 
(3) American International, shares held by Adams 7s Co. 
(4) Beneficial Loan, 1,050,000 shares _ by Beneficial Corp. 
(5) City Stores, 1,617, 700 shares held b 
(6) Columbia Gas, 753,600 shares held y 
(7) Continental Oil, 522, 500 shares held by Newmont Mining. 
(8) duPont, a. 199,200 shares held by a Securities. 
(9) Magma C opper, 219,900 shares held b qe Newmont Mining. 
(20) Niagara Mohawk, 857,800 shares hel United Corp. 
(11) Phelps Dodge, 349, 000 shares held b ewmont M ‘ 
(12) St. Paper, 771,300 shares held i. Eastern States Corp. 
se Uni Gas orp., 2, 535,700 shares held by Electric Bond & Share. 
Adj. means number of shares has been adjusted for 1954 splits. 
;. Many more issues have been split in 1954 but no adjusument has been made. They are: 


General Electric 
Gould National 


. The following are to be split: 


Cons. Natl. Gas........- ; 

Hooker Elect decane Spe 

Household Fin / Std. 

i EE TTT AIT GE 8 3/l Tenn. Corp 
Kimberly Clark-_-_..-.--_-- wie Thompson Prod. 


5. Not available is information as to holdings of: 
Other Charitable O zations 
Some of the larger colleges 
Trust De ments of Banks 
Pension 
Brokers (for customers’ accounts), etc., etc. 
6. ae have been a very large number of changes in holdings since the data herein was compiled by the 
sources shown. 
7. The following 24 very inactive issues are not considered above: 


Ala. & Vicksburg Green Bay & Western 
Alleg. & Western Mahoning Coal 
Beech Creek RR. N. Y. & Harlem 
Can. So. Railway No. Cent. Railway 
one ey Outlet 
Pgh. C. C. & St. L. 
Pgh. Ft. Wayne 
Reynolds R. J. 
8t. Louis 8. W. 
Detroit, Hillsdale S80. Rwy. M & O 
Erie & Pgh. Vicks, Shreveport 
Gold Stock Tel. Wheeling & Lake Erie 


8. The information contained herein was taken from the sources shown. It has been prepared carefull 
but we do not make “7 representation as to it s correctness or completeness. Accordingly, we do not soli 
orders on the basis of the information given. 


HIGHLIGHTS OF PREcEDING LisT 


1. There are 1,056 issues listed. 

2. The colleges owned 457 issues; the foundations owned 98 issues; the insurance 
companies owned 727 issues; the investment trusts owned 836 issues. 

3. The 4 types of institutions each owned some stock in 95 of the issues; 332 
issues were held by 3; 267 by 2; 208 by 1; and 154 issues were not held by any. 

4. 19 issues have been split 2/1 or more in 1954, and 10 are to be split. 

5. 120 of the 1,056 issues are nondividend paying as of this writing, 1 issue has 
deferred its dividend and 4 issues are in the process of liquidation. 

6. The foundations held none of the nondividend issues, the colleges held 7, the 
insurance companies 34 and the investment trusts 51. However, the holdings of 
such issues were comparatively small. 

7. Some of the holdings shown in columns 1 and 2 may represent “restricted 
gifts’. 

Hempuiitt Norges & Co., 
New York City, October 1, 1954. 
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The 100 largest institutional “big board’’ common stock holdings—number of shares 
held, value, and yield 


[Ranked in order of dollar value of holdings) 
NOTES 


an Ste peal holdings” enumerated on the preceding table have been excluded from the holdings 
wn Ww. 

2. While the number of shares held is based on data as of Dec. 31, 1953, or earlier, the market value was 
figured as of the close Sept. 30, 1954. 

3. Yield was figured as of Sept. 24, 1954, closing prices. 


Value, Sept. 


30, 1 
(millions of 
dollars) 


$353.7 
210. 4 
190. 2 
153. 9 
149.3 
134.4 
| 132.8 | 

. Std. Oil Calif. J 132.0 
SE 1g noc ciuisiedie aumnaennulimedttiedetneun .| 130.9 
. Std. Oil Indiana 2 : 125.3 
122.8 

Amer. 121.5 

. International Paper 112.4 
i ae nauneaueannn 108. 3 


po mm po gem 
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. Kennecott Copper 
. Shell Oil 


. Philli 

. Am. Gas & Electric 

. Allied Chemical & Dye 
. Dow Chemical 

. United Gas Corp 

. Union Pacific RR_. 
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N 


at pet et et 


gaagecuseeeeee 
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. Cent. & 8S. W 
. Johns Manville 


. Pacific Gas & Elec 
. Cons. Natural Gas 


FESSES 


ee 
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. Montgomery Ward 
. Seaboard Airl. RR 

. Panhandle E. Pipe 
. Am. Cyanamid 

. C. 1. T. Financial 

. Goodyear 

. Minn. Honeywell 

. So. Calif. Edison 

. Aluminum Co. Am 
. Continental Can 


a caeitihgienlinaniniedues 
. Pub. Serv. Indiana 

. Firestone Tire 

. United Fruit 

. American Tobacco ‘ 
CD eet | Bu némenebenuer 
. International Nickel 
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The 100 largest institutional “‘big board’? common stock holdings—Continued 


{Ranked in order of dollar value of holdings] 


Number of Value, Sept. 
shares held 30, 1054 
| (thousands) | (millions) 


Yield (per- 
cent) 


. Chrysler. -__- Snes ata ie 477 $32. 
. U. 8. Steel_- lia iaes z ; 585 32. 
3. Southern Co... ninaiee wats 2 an 1, 810 32. 
. Am. Natural Gas...-_- Beal . 663 32. 
5. Cl. Elec. lum ines . 538 32. 
3. Houston Ltg ; ; et 32. 
. Ohio Edison ienecibabehin gee tlt ‘ . 31. 
. Wise. Elee. Power ‘ ‘ ( 31. 
79. Reynolds R. J. “‘B’’...__-. stl q 30. 
. Pub. Serv. El. & Gas.........- ; , 07 30. 
. Gulf States Utilities........__- , 908 29. 
32. Northern Natural Gas... ._____- A | 545 28. 
3. Pgh. Plate Glass ; sot 28. 
. Texas Gulf Sulphur. - ; pry 265 28. 
. Mid-Cont. Petroleum-_-_-_-......-- 299 | 28. 
5. Hercules Powder_._- ; , : d 28. 
87. Cine. Gas & Elec a, e et , 151 | 27. 
88. Deere & Co ss ‘ ( 27. 
. North Amer. Co lea : | , 05% 27. 
. National Dairy : 7 a) 27.7 
91. Peoples Gas Lt____- , ate a 27. 
> Ueneee Bre, “A” & “Be” .........- : Sis 389 | 26. 
. Great Nor. RR......-..- -” 7 Se a) 89% 26. 
94. Int. Harvester ; § 26. 
95. Libbey, Owens-__-_- on eek : ; : 25. 
96. Procter & Gamble 
97. Owens Il. Glass 
98. National Cash Register 
99. Corn Products 
100. General Foods 
100A Kimberly Clark 
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SPECIAL NOTES 
. (a) means adjusted for 1954 split. 
. Liq. means “‘in liquidation.” 


1 

2 

3. * means “‘plus stock dividend.” 

4, American Tobacco yield figured on $4 dividend rate, Chrysler on $3 rate. 

5. The information contained herein was taken from reliable sources. It has been prepared carefully 
but we do not make any representation as to its correctness or completeness. 


HempHitt Noyes & Co., 
New York City, October 5, 1954. 
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“ ” 
t institutional bq hoar commo 


percentage of outsta 


[In alph 


nding commor 


abetical order] 


Issue Percent Issue 


Allied Chemical_ --. ‘a wis 
Aluminium Bi nia 
Aluminum Co. Am_-_-__-_-_- 4 
Amerada 


Am, Can aoe 10. 
Am. Cyanamid aon 9. 


Am. Gas & Electric 
Am. gy Gas 
Am. Tel. & Tel 
Am. T —— co 
Atchison, Topeka 
Bethlehem Steel 
Cent. & S. W- 
Chry — 
C ‘ine, Gas & El 

% T. Financial 

Elec. Illum 
<humiste Brd. A 
‘omm. Edison 
‘ons. Edison 
‘ons. Natural Gas 
‘onsumers Power 
continental Can 
Continental Oil 
Corn Products 4 
Crown Zellerbach- _—_--- 
ER I Urn oo eee wes 
Dow Chemical........... 
du Pont 
Eastman Kodak 
Firestone Tire 
General Electric 
General Foods 
oe ral Motors 

Gen. Pub. Utilities - 
Goodrich__ 
Goodyear Tire 
Gr. No. Railway 
Gulf Oil 
Gulf St. Utilities 
Hercules Powder 
Houston Ltg........- 
lll. Power_ ___ 
Int. Bus. Machine i 
Int. Harvester 
Int. Nickel 
Int. Paper-_-- 
Johns Manville 
Kennecott Copper-_- 
Kimberly Clark 
Libbey-Owens- 


AAAAAAAN 
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7. 44) Mid Cont. Petrolew 


42) Mid. So. Utilities 
17 | Minn-Honeywell 
79| Minn. Mining 

99! Monsanto Chemical 
03} Montgomery Ward 
30} Natl. Cash Register 


. 00} Natl. Dairy 
. 67| Natl. Lead 


5! Natl. Steel 
|N. Y. State Elec 
| Niagara Mohawk 
No. Amer. Co 
No. Natl. Gas 
Ohio Edison 
Ohio Oil 
Owens-Ill. Glass 
Pacific Gas & Elec 
Panh. East Pipe Line 
Penney, J. C 
Peovles Gas Lt 
Phelps Dodge 
Phillips Petroleum 
| Pgh. Plate Glass 
Procter & Gamble 
Pub. Serv. El. & Gas 
Pub. Serv. a : 
Reynolds, R. J., B 
| Seaboard Aish R R 
| Sears, Roebuck 
| Shell Oil 
Socony-Vacuum 
| So. Cal. Edison 
Southern Co 
| Southern Pacific 
on Oil Calif 
| Std. Oil Indiana 
3| Tex Oil N. J 
| Texas Co 
| Tex. Gulf Sulphur 
| Texas Utilities 
| Union Carbide os 
7| Union Pacific RR 
| United Fruit 
In. we Tw 
J Gypsum _ 
; ea 


| Va. El. & Pwr_ 


; 50 | ee ae Elec _ - 
ji 60 | Wise. El. Power 
3. 241 
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